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FINANCIAL AID FOR ALL STUDENTS ACT OF
1991

TUESDAY, OCTOBER 29, 1991

U.S. SENATE,
CoMMITTEE ON LABOR AND HUuMAN RESOURCES,
: Washington, DC.

The committee met, pursuant to notice, at 4:02 p.m., in room SD-
430, Dirksen Senate Office Building, Senator Claiborne Pell, presid-
ing.

Present: Senators Pell, Simon, Wellstone, Kassebaum, Jeffords,
and Durenberger.

OPENING STATEMENT OF SENATOR PELL

Senator PELL [presiding]. The Committee on Labor and Human
Resources will come to order.

In the absence of Senator Kennedy, I am presiding at his request
because he is handling the civil rights bill on the floor.

Last week I outlined my concerrs in regard to the Simon-Duren-
berger proposal at the executive session, and I would ask that a re-
vision of the statement I made be included in the hearing record at
this time.

[The prepared statement of Senator Pell follows:]

PREPARED STATEMENT OF SENATOR PELL

At the outset, I want to make very clear just how much the
members of the subcommittee value the leadership Senator Simon
has demonstrated so often in education. Personally, we worked
closely together when he was chairman of the House Postsecondary
Education Subcommittee, and it was always a good, solid working
relationship. The same has been true since he came to the Senate.
His voice in education is an eloquent one; his leadership is strong
and positive.

Thus, while we may differ on this issue, everyone must under-
stand that we do so within the context of years of working togeth-
er, and that this difference will not alter that situation.

In theory, the idea of a direct loan proposal is most appealing.
On the surface, it would greatly simplify a complex and sometimes
cumbersome student loan program. Also, I find myself in accord
with the concept of tying repayment to one’s income.

I am afraid, however, that there are serious pitfalls in a direct
loan program that may not appear on the surface. It is like an ice-
berg where the danger may lie below the surface.

(1)
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First, while scoring under the Budget Enforcement Act indicates
that a direct loan program would rosult in savings, we should be
clear that it will cost money. It would involve an addition of at
least $12 billion a year to the national debt, and that assumes no
increases in loan limits. Also, philosophically, shifting responsibil-
ity for the program to the Federal Government goes against the
grain of having the private sector assume responsibilities «herever
it is possible.

Second, I am very concerned that both the Department of Educa-
tion and many institutions of higher education do not have the ca-
pacity to administer a direct loan program. Many institutions have
already contacted my office to support the current program and
oppose a direct loan program. Many of them have small financial
aid offices, often only three to five individuals. Their responsibil-
ities with respect to the current grant and loan programs are bur-
densome enough. In the past, they have often had difficulty admin-
istering the $150 million a year Perkins loan program. It is diffi-
cult to imagine how they will handle a $12 billion a year program.

Third, there may well be additional administrative costs that will
cut heavily into the anticipated savings. For instance, the Depart-
ment of Education estimates that federal and institutional adminis-
trative costs will be at least $474 million, and could well reach $1.1
billion a year.

Fourth, I am very concerned that the program would be open to
abuse by unscrupulous schools. Our efforts to safeguard the current
program are based upon default rates, but those would have little
meaning in a direct loan program in which repayment was handled
through the income tax form. This is a very serious situation which
must be addressed before moving down the direct loan road, and it
is a complex issue that cannot be taken lightly.

Fifth, while the idea of an entitlement that would add 3600 to
the Pell Grant maximum is most appealing, there is nothing that
would protect the Appropriations process from reducing Pell Grant
appropriations by that amount and using that money for other edu-
cation and health programs. That would be most unfortunate,
indeed. I believ, it would be better to proceed in the direction set
in the bill before us, which would have us moving towards a full
entitlement by Fiscal 1997.

I believe the proposal put forth by Senator Simon merits serious
consideration. We may well want to hold additional hearings in
this area, or perhaps even to formulate a demonstration program
to tost the concepts embodied in the Simor. proposal. I do not be-
lieve, however, that we should proceed to fully implement a pro-
gram of this nature when there are so many unanswered questions
and potential problems. That would be a high-stakes gamble in
which the ability of students to obtain loans to help finance their
college education would clearly be at stake.

In brief I would say simply that the Simon-Durenberger proposal
is something that should be studied, perhaps through additional
hearings or a demonstration program. I believe in_all honesty,
though, that we shouid not rush its full im lementation unless all
of the questions and concerns are resolved in a satisfactory
manner.
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I would also point out that two of the proposals in the legislation
before us have already been incorporated in S. 1150, the Higher
Education Reauthorization bill that was unanimously reported out
of our subcommittee last Thursday. These two provisions include
the Excellence Scholarships, an idea originally advanced by our
chairman, Senator Kennedy, and the Early Intervention Program
proposal, advocated by Senator Jeffords.

I look forward to the testimony we will receive today.

Senator Simon.

OPENING STATEMENT OF SENATOR SIMON

Senator SiMoN. Thank you, and I shall be very brief, Mr. Chair-
man.

What we have to do in our society is either improve our produc-
tivity or reduce our quality of life. One of the chief ways to in-
cfpaqe our productivity is to invest in education. And we have been
slipping.

The old GI bill, Mr. Secretary, after World War II, if you were to
index that, it would be up to about $8,100 on the average today.
That was conceived as a gift to veterans, and it turned out to be a
tremendous investment in our own prosperity.

I asked my staff to look at this—I am not going to go into all the
details of the proposal—but the basic guestion is do we just tinker
at the edges, or do we really do something that is needed for this
Nation. My conclusion is the latter.

I do not suggest that every little detail is worked out, but we
don’t need to rush into this. We are talking about something that
is going to be here for some years. The chairman'’s bill—and there
is much in it that I applaud, and he has been a superb leader in
the field of education; I am a private in the field of education, and
he is a general in the field of education—but we are talking about
something that is going to be here for some years. It wouldn’t hurt
gs.to take a couple of months. to look carefully at what we are

oing.

The proposal that Senator Durenberger and I have doesn’t take
effect until school year 1994-1995, so we have time for a transition.
It seems to me the logic is so overwhelming on this that we ought
to be moving in this direction.

I would like, Mr. Chairman, if I could, to insert a statement from
the Association of Jesuit Colleges and Universities in behalf of the
proposal.

Senator PeLL. Without objection.

[The prepared statement of the Association of Jesuit Colleges and
Universities follows:]
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ASSOCIATION OF JESUIT COLLEGES AND UNIVERSITIES

October 24, 1891

The Honorable Paul Simon
Dirkesen Offioe Building - 462
U.S. Senate

Washington, D.C. 20510

Dear Senator Siwmon:

The Association of Jesuit Colleges and Univer-
sities strongly and warmly supports the intro-
duction of the Income-Dependent Eduocation
Assistance (IDEA CREDIT) program that you and
Senator Durenburger recently introduced. As you
may know, this Association suggested an outline of
such a program to the House Subcommittee on Post-
secondary Education in early April - psrhaps the
only Association to have recommended that direc-
tion for the reauthorization of federal student
loan programs.

We agree with your ratiocnale for the program -
both for the the levels of borrowing and its
openness to all and look forward to your recom-
mendations for scurces of funds to initiate the
program.

If there is any assistance we can provide, please
let usnknow.

Rempectfull
A Y
) \or8)

PauX's. T pton, \D.J.

President "¢
~

cc.: Members of the Committee on Labor and Human
Resources

1424 SIXTEENTH STREET.N.W.  SUES04  WASHINGTON, D.C. 20036  TEL (202) 667-3889 Fax (202) 328-8643

ERIC

Aruitoxt provided by Eic:



Teqtinony: Income-Contintent Loan Progras

There are many Snnovative suggestions being offered for the resuthorisation of
student financial aid programe, and generally the suggestions are all for the
same reasons: the (avpilexitien and high costs of current prograns. Witnessas have
testified at length before both House and Bemate committesa, about:

~ siwplification of financial aid appliocation forms;

< the balanoe betweea grant and loan prograss;

= the aigh default rates in mose guaranteed load prograss;

- the weak adainintrative apparatus for handling student aid programs at

sone institutions,

In the loan area, a nev plan for federally guaranteed direot loans to students
by iustitutions has been proposed, and Coagresssen Petri and Gejdenson, with 14
cosponsore, have introfuced HR 2338, an inoome-contingent supplessntal loan
prograd that has many isteresting features. The one thing cll proposals have in
comdon is the reduction of coats to the federal governaent, whether it be through

reducing defaults, eliminating apecial allovanoces or canoelling in-school
subsidies.

The proposal for an incose—contingent loan program, based on federal funds and
repaid through the Internal Revenue Bervice, is mot wew. 1t has generally been
considered to be t00 costly, at least initially, to tund. Neverthelesms, there are
sany positive reasons to recoamend the eatablishaent of this type of loan
prograa, not the least of them being the criticisas of the current loan prograss
and their cost to the taxpaysr. (A publication by the Dspartaent of Bducation
indicatos the federal reveauve and expenditures of guarantesd loan programs fros
1966 to 1980, One researcher indfcates that the federal subsidy for Btafford
loans asounts to nearly 50 cents on the dollar.) This Association wishes to bring
some of the criticisses to your attention and wiskes also to recomaend an income-
contingent loan progras, although we will not make specific recommendations on
the appropriste structure for such a prograa. Our submission to the House
Subcommittee on Postseocondary Rducation esrlier was intended to be genersl, so
that it would allow rooa for discussion 0o this imsue by Oongress.

Qeneral Guestiqpa:

1, What can an ipoowe-ocatingent loan Mu do to offect tie oosts of
present programa?

a. There could not be defaults in any weaningfol sense. The loan would
be registered to a social security number (a way also of reducing
fraud theough falas pusbers and msltiple loans,). At least under one
proposal, the loans would be 50 designed that a progressive payback
asthod would be used; the “treasury” or "fund" for the loans mld
not be depieted. The world of "federal guarantees”, whathar 80X, 90X
or 100X wosld have disappeared,

b. Mo special allowance would be necessary because there would be no
fnternediary between the borrover and the lender.

c. fo in-school subsidy would be needed becaums repayaent ie through
future and prospecrtive esploymeat. There would indesd bDe a hiatus
betwsen grant of the loax and start-up of payback, but in time even
that period would not result in loss of funds because of the
continuing payback by otder borrowers.

10




2, ¥ould an income~contingmmt losn progrem provide adequate loan asaistasoe

3.

to studeats from middle-income families?

(Bgts: The Guaranteed Studeat Loan progras was origisslly
oconowived as assistence to studeats frop middle-inmcone
fanilies. That was changed whea deficits becans serious:
the budget recomciliation of 1981 undid the 1918 Middle-
Incoms Student Amsistance Act. The owrrent ressthorisation
proosss has reflectsd the statesents aad renarks of sany
congreasash and cenators that swpport for the postsecon-
dary education needs of middle~income families must be
reatored. This is, in part, an equity issue.]

To respond to thie questiocs, we need to find the percent of horrowers of
federal loans who have incoses from $40,000 to $70,000, and the averags
anount borrowed by thia cadrs by year and by degres.

¥ill loss repaynents be more expansive tham those for currest federslly
guaranteed loan progruss?

An appendix provides dats om paybacks by month, year and totel for loans
of $5,000, $7,000, $10,000, $20,000, $30,000, and $80,000 over 10, 16,
20, 25, and 30 years at 6%, X, 10X and 13X interest rates. This presents
s ploture of repayseat scheduies for specific amounts borroved at iodi-

- cated interest rate Derosntages. The Question then is the type of repay-

seot most appropriate for studemt borrowsrs who bacome workers: what
should he the maxisus loan available, the tara of the loan, and the
perosntage rate needed to maintain the fund?

More Practical Questions:

1,

2

What are the eligikility criteris for the income—tontingent loan progean?
Any citizen or permanent resident of the U.8,, over 18 years of age and
less than 86 years of age, enrolled in either aa aooredited college or
a vocational/ococupationa) sohool st least half-tiae.

What inforsmation is required from the studeat?

a. B!Mtho institution: The name and eoocisl security nuaber of the
student.

b. By anotber agemcy: The itdiceted institutional information, alomg
wvith institutional educaticn-related expensas if loan application is
not to the fastitution.

What information is reguired from the institstion?

a. To the Pederal Agency (whether the Treasury Departasnt or a separate
trust fusd ageucy established by statute): its obarter and most
receat scoreditation notice (end whether in the past its sooredi-
tation bas been lost or suspended); the same, sooial sevurity nusber
and acadenlo eligibility of the borrower (vith the signatures of the
I:udt;:tllnd the authorising institutional official), and the amount
o oan.

b. To the student borrower: the amount of the loan, the terms of Tepay:
nent ax defined by the federal 1e~iing agenoy through deductions from

11
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12% 952.67 963204 013, 000 123 $718.73 000676 022,119
6 $29.08 358,56 910,770 1] Ly 9508, 64 015,106
30 yrs | 03 $36.69 | 8440.28 $13,200 0 yrs. | 03 $1.37 0616.44 $18,498
10% $43.08 8526.5¢ 0ns,00 101 061,44 "8 022,110
123 §51.44 §617.28 $16,510 12% $72.01 $864.12 §25,924
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Anownt Tern Intezest | Mouthly Anmwal Total Amount Tern Iaterest Nonthly Anewal Total
Borzeowed | (yoaxs) | Rate Repaynenc Repaynsnc Sorvowed (_ynn) Rase Rapayment Rapaynent
6 9111.03 0135236 $13, 32 6 0222.08 02644.60 926,646
10 yrs. | 03 "na.3 01455, 96 016,560 10 yrs, | 83 §242.10 $2906.16 029,062
10% $132.16 01585.92 015,959 103 026431 ”"n.mn ",
122 0143.49 01721.76 17,2 121 0206.95 0344340 $34,434
6 084,39 01012.68 §15,193 (1 $168.78 $2025.36 030,373
15 yrs. | 0% $95.57 11466,.84 #17.208 15 yrs. | 83 191,14 §2293.68 34,410
102 $107.47 0120964 019,330 103 §214.93 92579.16 020,685
123 $120.02 $1440.24 $21.600 123 $240.04 9200048 §43,200
6 #71.65 $859.80 017,200 1] §143.20 171948 §34,340
910,000 | 20 yxs. | 03 M3.18 $997.80 119,960 $20,000 | 20 yrs. | 8% $167.29 $2007.48 $40,140
102 994,51 $1158.12 023,160 103 $193.01 #2316.12 $46,320
12% 10.11 §1321.%2 026,420 123 $220.22 02042, 64 152,000
[1] §64.44 ¥773.28 09,328 6 138.87 01346, 44 $38,630
28 yxs. | 83 (1281 $926.28 $23,1%0 23 yre. | 03 $154.37 R , 300
10% 050.08 $1090.56 027,218 10X 0ne.75 $2181.00 §34,525
12% $108.33 $1263.96 931,600 12% §210.68 $2527.80 63,200
61 059.96 719,52 §21,600 6 119.92 $1439,04 43,170
30 yrs. | 8% (12 %] $400.56 026,430 30 yrs. | 2 §146.76 1761.12 52,830
102 07.76 $1053.12 #31,590 108 #175.52 92106.24 063,180
121 $102.07 $1234.44 37,020 123 #205.79 J2468.76 #74,070
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Amount Torm Iuverset Nenthly Annual Total Anount Torm Interest | Monthly Antual Total
Boxrowed | (years) | Rats Repeyuent Repayment Borroved | (ysare) Rate Rapaymant Repayment
U - 0333.07 03996.04 039,960 6% 9555.11 06610, 60 066,106
10 yro. | 0% §363.99 $4367.00 043,679 10 yre. 1] 0606, 64 07279.10 072,799
105 0390.46 §4701.52 $47,013 10¥ $660.76 0792912 079,291
122 $430.42 03165, 04 951,650 12% 717,84 40608.13 906,083
(2] 025316 03037.92 048,590 [1] $421.03 03043.16 075,948
1S yve. | 0% $266.70 93440 .40 951,600 15 yze. | 82 $477. 88 05735.06 006,010
10% 9322.39 §3060.40 $50,038 10% §337.91 16447.72 996,720
128 0360.06 $4320.72 $64,015 128 0600.09 $7201.08 $100,015
1] 0214.93 92579.16 $31,500 61 0338.22 $4290. 64 $05,900
$30,000 | 20 yxs, | 02 §250, 04 §3011.20 $60,220 050,000 20 yza. (1] $410.13 $3018.7¢ 4100, 300
10% 9200,31 0347412 069,400 103 §482.52 05790. 24 §115,800
128 03%0.33 93791.64 $79,280 12% 0530.53 06606 .40 0132,160
63 0193.30 02319.60 $38,000 (1] 932216 03865.92 096,652
28 yxo. | &% 9231.55 02770.460 869,478 23 yre [1] 0305.01 $4630. 92 $115,773
10% 0272.62 §3271.44 401,775 10¢ $454, 36 03452.32 136,300
128 0315.07 03791 .64 494,800 123 $326.62 06319.44 0157,975
6 0179.07 02158 .44 164,740 6% $299.70 03597.3¢ 9107,910
30 yre, | 0% 0220.13 §2641.66 $79,260 30 yxs. | 0% 0360.9) §4426.92 432,810
102 0263.20 $3159.36 $94,770 10% $430.70 05265.40 $157,989
12% 0308.%9 93703.08 $111,090 12% 9514.91 06171, 72 $105,151
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Senator SiMoN. I would also like to insert a statement by the Na-
tional Association of College and University Business Officers. And
I stress the National Association of College and University Busi-
ness Officers because these are the people who have to deal with
this. These are not financial aid officers who might be willing to
buy something that is pie-in-the-sky; these are people who have to
deal with it every day. And let me just read a few sentences here:

“This program would be more cost-effective and less administra-
tively burdensome than the current Guaranteed Student Loan de-
livery and collection system. Bringing the loan program to the
campus would simplify the loan origination task for the student,
improve significantly the initial administrativé aspects such as the
disbursement process and related accounting and processing func-
tions, and strengthen borrower awareness of repayment responsi-
bilities. It would simplify and improve the receipt and disburse-
ment of funds’ functions.’

And I have statements from a number of other colleges and uni-
versities, from 2-year schools to larger schools, in behalf of the pro-
gram, and I would like to insert those in the record.

Senator PeLL. Without objection.

[The prepared statement of the National Association of College
imd ]University Business Officers and additional statements fol-
Cws:
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National Association of Cokege snd Univereity Susineas Officers
One Ouptnt Cirolo, Buce 500, Weahingoon, 0. 6. BODSE-1178 @ tesphans BOB-08 1 ABD0

STATEMINT OF MOSERT MRIDE
ON XIRALP OF TRR

MATIONAL ASSOCIATION OF COLLEGR Al UNIVERSITY JUSINESS OFFIUKERS

1 an plesaud to have the opportunity to sulmit this statesant to
the Benste Subcommitten on Rducation, Arce asd Rusanities on behalf of
the Matiomal Assocation of Collegy and Univeraity Dusinaas Ofticers
(WACUBO) . MACUBO is & moaprofit higher aducatiom essocistion with @
nenbarvhip of 2,100 institutions of higher edeestion, including
two-ysar and four-yesr, large snd emall, publie mnd indepandest
colleges aad universities. NACUNO's priority focus is on the finsncial
sanagamatit ad adninistrative operetion of colleages end waiversities.

I o Assosiate Vice President of Pusiness end Tinance at Loyola
Merpuxmt University in Los Angeles, California. I eleoc sexve as the
chair of the Student-Releted Progrems Cosmittes of RACUBO, e voluatesr
sdvisory greup that axsminea public policy denmse Affecting stwdeats
asd hes ¢ pejor intersst in the institutiensl administretion of federal
stedeat fimmcis]l 8¢ programs. In sdditiem) I represant NACUBO on the
BABVLGC Direct Loan Working Oroup that is exsminming isevea relsted to
the potentis) isplementation of & federsl direct loss progras.

These remirks address the comcept of direct lesding frowm the
buainess officar's parspective. NACUBO eod its wambars are curreatly
ssseseing various resuthorization proposels that would support &
depazture from the current guarentesd Studeat losn prograse suthorised
wader Titly IV of the Righer Bducatiom Act (WRA), tut to date we bave
not oomple:ed our full snalysie of the Andrews or Sisoa-Duranberger
propoasle.

14
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Yor sany ysars PACURO has supported concepts and propossd changes
in fedarel student loan programs that (1) would result in federal
prograsa perritting student loans to be originatsd on caspus, &nd (2)
would promots higher atundards of fiscal istegrity and sccountability
for program wministzetion sud managament, In 1989, the ssecnistioa
u.d. recommesdations to the Advieory Committes o Student Finameial
Assistance that colleges mnd uaiversities be offered greater
opportuaity co serve #s leadsrs in the Stafford, PIUS end SI
progrems. KNACURO also respondsd to questions possd by the formes
Becretary of Rducation, Lauro Cavasos, oa standards for propristery
schools participatiag 1a the Title 1V progress. NACUBO recomssnded
that D dawnlop swpirate regulatory requiremants fnr thet ssctor baned
on ishetent differences betwass the financial and ssnyyement
pezapectives and gosls of for-profit and nonprofit peotescondary
sducations) iostitutioos,

Ws Believe that the comcept of dirsct lending is & fessible end
viable alti¥native to ths currant delivary system of gusrastsed student
loans. It ia ouz impression, end this is backed by pevers) recant
todaxal studies, that s federal direct lending program would be wore
‘coat sffec:ive and less sdainjetratively buzdeasome than the current
gusrantesd student loaa delivery eud collection systes. Vs slee
believe that briaging the loan program to the campus would simplify the
loan originstiow task for the stedemt, improve si:pificantly the
initie]l elmintetrative aspecty awch as the disbursesent procesd [
ralated sccommting end procesting funstions, end strengthen bozzower
ovaransss of repaymeat respoasibilitiss. e koow the results wesid be
positive based on the dosvmented evccess of solleges and uaivereity
pecticipation ia the Perkins Loan pregres.

Colloges and wniversitiss surreatly participating im the Titls IV
prograns waistais the sppropriste fiscal end sccowating systems to
swport digect lending and, in gemeral, imstitutioms of higher
education have the capability to sdministar sad mansge direcs loams in
strordemce vith the proposals set ferwerd this year, In additien, smmy
Umtitutions have swocessfully operated fsstitstionsl basad student

loan progzmw for weny ysars weing both imatitutios aad privetsly
douated funis,

Q
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Direct lending would bring (in most ceses) sll compoments of a

studant's finesesa) 814 package to the cempus, axpedits the £low of
&-ﬁ te aligible studsats, end eimplify aad improve the receist eod
disbursesent of fwnds fuactions. Ve firmly believe that institutional
sdnintetrative sffistoncien and improved costrole cam be achisved wader
o dicect loms program whea sospared with the oversll curreat guarsmtesd
student 1oam procese which in turm would elso bettar serve tie student
bozrower,

Ratablichmeat of direct lomms as the principal form of federsl
losms for students has tha poteatisl to reduce errors end eshsmce
socountebility whem compared with the curreat couplax studeat leas
delivary syntes which involves sultiple perticipante~-tha Departmmt of
Réusstion, baaks and guarantes sgeucies (emd their servisers), student
and perect dorrowsrs, postescondsry inetitotions, &xd secomdary
sarketa-+and o myriad of procrasing requiremests that trenspire asoag
these antititas, Ve believe that eliminstion of several of the
procassing steps would result in cost savings to the federsl

' goverament, ‘

Bass. | 01 our experiance with tha Perkins loam pregram, we esiso
belisve that movemeat to grestar cespus-based leadisg weuld 1644 to o
reductica i studeat loan defsalts, At & ninisum it would stresgthen
tha liskage betwesn the etwdent borrowsr aad the sstitutios end the
student's wideretanding of tha relstionehiy of hie er ber stedent loan
to ressiving o college education. The disewssien of cbligetiom asd
sopoyment, of the rights and respoosibilitise of both the studeat and
the institution, take on grester mesning whea the individoals involved
in these discuseious sre 1iak .4 vis the educational experiencs,

Althocgh direct losms mey dncrasse the volwse of adninjotretive
dut{es on caspuses or changs the structwse asd rolss of selected
offfces st some institutioms, en initiel sssesemw.t indicates thet the
reduaction ia tasks dealing with benks, waitisg for the checks, and o
o, combiwed with the benafits of greater coatrol ever the satire
process, would yisld o fevcrebls result for most collagen and
universitiss. In cases where swaller imstitutions aight be

O
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overburdaied by aseumiag refApossibilities for s direat losn progrem or
hsve concaras sbout couts, we wonld recommesd that opticss ba peraitted

ouch a8 the devalepmant of institutiosa)-besed consortia to ehars the
burden sad costs.

An we @iscuse the nimplification of the process at the
institutional level, we cexsot help but drew @ eisiler oomcluaica that
the Departwert of Bducation slso would Mesefit from ¢ reduction ia the
awmbar of participiats in the delivery system. We hope that the
Sabcommittes and ether mesbers Of Coagress will secisvaly consider ond
evalusta tha eost savings and sispiification of the delivery system
thet we believe could acarus from the establisiwent of & dizect loss
progzen o8 the principel feders) student loan pregrem.

Ancthar key eespensat of say naw divect loss progeam must de the
establighment of high parforesnca steadards for admintetretive
ssnsgesant 0 assure fiscal iatagrity asd sccountsbility for 81l
participants. ‘WAUBO firuly balieves that any etudeat finamoisl aid
program is Mich there 19 {institutional participatioa woat isslude
goquiramante that sesk to ainimiss the riske sssecisted with poor
atevardshig of feders] funds, vask or isproper sansgasent, ood 1ack of
progeen integrity. In thie regard, NACUNO would be pleased ts work
with sewbe=s of the Subcommittes end others in Comgress im devaloping
ond dafintig standarde of financiel asd adainistretive masagessst and
integrity.

Ia olosing, 1 theak the members of the Subcosmittes oa Bduetioos
Arts eod Humanities, a0 behalt of NACURO and wyesit, for providing ua
with s opportuaity to make faown our aupport for the codoept of dizest
leoding. Ve hopa that theze will he future opyortunities to discuse in
greater detail the key fuactions and respomsibilitiss of the buainess
offica with respest to sdainistering and mansging federel stodemt aid
programs oa the campus and to assist {n the identification of Arems
whers cout sivings assocfited with direct lending are likely to result.

rD
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A
m UNIVERSITY OF MINNESOTA | ot ot s oencs
mo&-nu“u
108 Plasaat
1§n Ly
51081030
Fax: (017) GB4-0504
October 28, 1991

To: The Honorable David Durenberger
United States Senator

Fr: Christopher J. Hallf
Divector of Student Finaneial Aid

I havs attachei writtsn test'zony that we wish to be included In the
committee record durlg the mosdn{oo:tobor 29. 1991 hearing on direct
1o8n programs before the Semate Labor and Human Resources Cosmittee.

Me appreciats the opportunity to comment on this most {mrortant
legisiation. Further, we greatly apprsciate the efforts that you and
Senator STmon have mede 1n proposing these bold chantes to student
postsscondary sducation finance.

As the reauthorization proceeds over the next few months, we are at your
disposal to answer any questions you may have on how proposed lasguage 1n
the 111 will fwpact the University's students or our adeinistration of
the Title IV programs. MNe want to be an active and constructive
participant in the reauthorization and we appreciate the opportunity you
have provided us.

Nrittsn Testy for ths Senats d ,
Senator !Mrm Kennedy, m“ml-:bor and luman Resources Commit.ee
October 29, 1991

1 aa writing on Lehalf of the University of Min sot

financial ald dirsctors, Me roprountt'ztn fourn:lq:l:{'::. ﬂ.nM ts four

University of Minnesota system. This system Includes a two year

technical college at ston with an enroliments of 1,336; a four yoar

un:::;:u.l;:: s¢ } |: u:r”:hr:;th :n nl'!rollmt of 1,915, and combined
e, graduate sssiona a8t on

Citles campusss with onrolllgnts of 1.770’::3' 9,08 :::uoglg:.:l;“ Tein

He urge the Senats to constder a bold revision of the Title IV ¢

aid prn?rm during this ysar's reauthorization of the Higher !m;:'
Act of 1965. Ths best Interests of students will be served by a
simiified aid delivery system that fncludes direct loans and significant
increasss in the Pell Grant program, While these changes will not be
easy for in the delivery system, this 15 a wor goal that can
significantly aiter a decade of erosion 1n education finance,

Our support for these s 13 driven by the fact that we havs a s stom
of a1d delivery today mt "0 one understands, that Vacks public v
credidility and that has lost 1ts seass of purpose. Mg beltevs that an
{deal system for financing education would requirs that no student have
to depend on loans or work for more than half his or her cost of
attendance. To 7chievs that 1dea) will require a significant iacrease in
the Pell Grant. Of the proposals now before the ress, only the
::lro;tl}o;n p;ooossls otfer the savings that will allow an increase tp

e Pell Grant. : '

. | 243
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our call is not simply for a shift in the loan/grant ratio. He ur!onﬂy
m:d mpufmtio? o¥ the delivery tystem. Simplirication can seive not
only students, but schools and the federal govormnt as well., Ne
support a direct loan program to simplify a d delivery provided that 1t
nmﬂos student needs 'n a number of areas:

|

. N to be assured that an orderly transition to a
3fﬁ22t§aﬂ"mm w111 be accomplished so that money will be
there when tgoy arrive at school.

. n to be assured that schools will not be encusbered
2 sgutg":ginmnﬂvo requirements, the effect of which will be to
lengthen the time from application to disbursement of ald.

. loan program that inforas them of their
3 g::dp;:::b“:gi:s. 2 d:Iﬁory system they can understand and a
simple repayment system that adjusts to their ability to pay as
thoy enter the wurkforce.

We believe that a thoughtfully constructed direct loan progras such as
that proposed by Senators Dursnberger and Simon can mest these objectives
if you provide the government and postsecondary education institutions
sufficient time to implemsnt the changes, a simple system of
administration, and adequate resources to replace those services and

supplies now provided postsecondary education Institutions by lenders and
guarantee agencies.

On the last point. Our experience has been that many cry foul when
postsecondary education institutions ask policy-sakers to recognize
lTegitimate administrative costs. But the fact remains that w face
extreme fiscal constraints that are compounded by an overly complex
system of federal mandates. Ouring reauthorization, this places a
premtiun not necessarily on increasing adeinistrative allowances, but
rather on dcsi'ning 2 system of delivery that lessens administrative
burden. Finally, Tenders and guarantes agencies currently assist schools
and their students, by providing loan counseling materfals, prorissory
notes and donations of staff time. MNost of this assistance 1s ysed to
wmeet the 10an counseling and other requirements vhich we expect will
continue under succossor to the guarsnteed loan programs. We ask
that these costs recognized as you design the delivery system and
consider the appropriations necessary to operate it.

Thank you for the opportunity to comment on this most {mportant

1egisiation.

Christopher J. Hallin

Oirector of Student Financial Avd
University of Minnesota, Twin Citles

Sincerely,

()l
]
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PENNSTATE oo

Offios of Smdane Ald The Peassylvamia Suee Universicy

Anso M. Grisweld 314 Shitids Bailding

Asslotam Vice Presiéens for Usivershy Puks, PA 16802-1220
Swvdom Masnch) AM

Octobar 27, 1991

Soutor‘rml Simon
462 Sanats Dirkson Offiecs Bldg,
Vashington, DC 20310.1302

Dear Senator 8imon,

I bave just reviewed your propossl concstning direct lending rhst the Senats
Comaittes on Labor and Human Resources will be considering this upconing waek,

I want to exprase strong support for e direct loan program for studsuts
sttending higher educetional institutions.

T have studied ths fssus carefully and think that it pressnts the most
significant change for the batter to our current system. Direct Lenéing
eliminates the third perties who have benefitted tremandously at the sxpenss
of our gtudents. Penn State students as well as sll others sust pay
origination fe¢s and fnsurance fess that are subtracted from their losn
chacks, never being able to access that woney. In repayment, howsver, thay
wust return o1l of the berrowsd momay., Under direct lending, more assistance
vill be deliversd to the studant. MNow simpls, end tiw taxpeyer saves sonsy in
the procsss,

The Netional Assocfetfon of State Universities and Land Grant Institutiens
have done an analysfs that fully explains how the new progran can work for
achesls, It 18 our balisf that all schools oan administer this new prograa
~1th groet sass compared to our current Stafford program. By eliminating over
1,500 lendsrs and over 50 guarantes agancles, Penn Steta will be {n a position
to assist {ts Students as {t pever has before.

Please oontipus tO support this most importanc tdes, [ land my support

eo-pl;:ql.y to that erd. Thank you for the opportunity to provida thess
CORATKS,

lznly. g . :’
Crisvold
Assistant Vice President

for student Fipancial Aid

BW:8imon

s Boul Oppernany Usivarsiey

ERSC 25
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THB UNIVRRSITY OF CHICAGO
3801 BLLIY AVENUS
CHICAQO * ILLINOIS 40437

G 12 007241
ot
I Adontraion october 29, 1991

The Honorable Paul Simon

thited Btates Sanate

462 Dirksen Stata office Building
vashington, D.C. 20510

Deaxr Paull

The simon-Durenderger proposal is an important addition
to tha legislative discussion of student loans, Sased on the
mmmtuunm.uthmitmmim
oonlimt;tm by the Ssnate, and by the higher sducation

The ooncept of direct loans is of {ntsrest to The University
of Chioage, first and foremost because of advantages it may have
for many of our studants. Over the years, the present progran
has becoms more coxplex for students, especially the 1ication

. In addition, ss you !out out, students who wish to
entar £ields that are less vell paid may be dsterred from doing
80 if they need loans to ocmplete their training. Ths repaymsent
plan you propose would amsliorate that diftioulty.

¥e want to vork with you to advance coneiderstion of
bil) by the Senata. We favor many of its fsatures, and will
veloone the cpportunity to discuss othars vith you.

Yor sxasple, ve are conocerned sbout the transition from the
present cem to direct loans, Under a divect loan program,
universi and colleges and the government vill need new
automated systems to nu:g: the pr efficiently, and provids
information forscasting nesds of studsnts, We hope mn
vill includs a plan for coapatibla systess instd
and the . legislation governing the transition should
provids to oreats such systems, and to test and perfect
thea during the transition years.

In addition, ths real costs of administering the program in
institutions ahould be tested, Our prelimimary osloulations
om:t that the costs at this Univarsity will exceed the $20 per
. t now under discussion by a considerabls margin. As
know, colleges and universities cannot afford to subsidise

We look forvard to a further reviev of the bill, and hope
that this innovative proposal will give us an opportunity to work
vith you towvard an improved student loan program,

Cordleally.,

driww M. S«m

Arvthur M. Sussaan
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Mdomhmnmmmmym 19,680 students, We administered in
1990/91. €31,161,230 in Stafford loans

m lmdummmdmfmmmdum Untversity supports the

I've tncluded of u jotnt letter prepared by scveral Big 8 Financial Ald Directore. Time

and prerintod | mmmb‘mlcm:‘nwtthmmuudmumun
Hall .

Director

Financial Ald Services

Ril:asdw

Uime. for Greatness

27
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e R il Sinon
Unlted é?n s Gepite” . .
Waeh|ngton,. D.C. 203101362

S S bt ST
Rt Semi Sinon o

‘Mo oppraclate this opportunity to comasnt upon your recant Diract
‘L,pan Program propnsat to the Senate Sub-Cosslttee on Educatian.
Ve raprepent <he student financial ald prograes at 184, 'K8Y, Cl=
Bowlder (etec), often referrad to In qroup by ‘the public hy our
athistic affitiation, “The Rig 8°. . . ' '
fn 1990-91, we administered on your bahalf § o acen In |
Coorantend Btudont Loana for o caaa studantn. Me therefore have
sown conslderable experience with the existing student toan|
programs both with the individvol oppartunities they heve provided,
a3 well as the difficul ties and frustrations they nften prnﬁnnf to
our studentsn, Trom application to repayment. ‘Deféult Tates jat our
tnatitution ranqe from - to « By that weasure alone we
mkght be conalderod to he apnrating ralativetly guccesnful programs.
Howaver, we beliove aven this record can he .impraved upan |If bold
steps arm teken to raconfigure thia very juportant fedearal
education program, - : oo : :

The Ltoan program |8 so laportant to our students, in fact, that
mar hove warned us not to speak out, It is thought hy sone that
te *vock the bpat® might joopardize a *Line of credit® that. is
abgolutaly eritical to the educational dreams of hundreds of
thousands of Amertcan familles. We bellaove ditferently. Rather
than assume @ posltion of protecting what wh have, we prefer to .
hoet the warnings of the Nunn Report and other studies that say
that the mxizting Guaraotemd Student Loan sodel in dyafunctional
to the extent that It will noow erode the overwhelaing public

support for government. hased student financlial. assistance for post-
sacandaty education, . Co

He balieve that the exinting program in too cosplex far the
Dapartment nf Eductlon and the participating schools to adninlater
well, We atue hellove 1t 1o too complax for studente and their
families to fully understand the process of ebtaining the benefi ¢,
and what thelr rights and rwopcnsibilities are once a loan is
sbtslned. Thia sltuatinon has Lad to instances of fraud and abuse
that hava rabarragned otudents o6 a group, schaools, and the.
poverneent . T ’ .

the enunlovftyljg;b Alract rasnlt of $og many prnvurslln the . ..
irogram) .o, students, schnols, Lenders, | srantois, aecondary

' sinpte modet with fewer pléyers I's hemsddd.i. ... . o .
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R o N ey anly B! NG o oadkieie G D 68 PR Ul ey o (Nt sk
FheBagietans §f Edication haditacantlviouggen iy Hha Ipha i Srl
‘Ngﬁtﬁ'ﬁf S WQSE»"% is %‘éf.ﬂi repared to handle :h?zﬂ'xix.;\tbﬂéif o
!E':'o'i#,ib‘-;‘, ME wdule yanpactivlly, sUogedt that the. mufg-tﬁt‘.. te,not. ',
Int has hothelin Freparved fo hinaltﬁ!ht’ﬂtpy colptex. Gidtanteed ' ‘s
Loan progrim, ‘UEt thet the direct foan‘pragrame’ proposed fn both '
‘the Houds dnd Senate comn| ttess Lleads directiy to the strangths and.

#xper ignea Dt the Dazartment. . That In, of adeinistering contracts .

and reguisting ‘schoots., We belimve that wi'th reasonable
development time, and with the une of negotiated rule msking, the
Departnent wil't be 4ble to guide us out of the loan difficul ties
we have dll -bean exporiencing over the part decade,

‘A3 3chaol adelinistrators, relleved of the resrundibility of dealing
Mith thousdnds of -autetde agencies, multiplz student applications,
.copplicated and unnecessary, at Least at o, default schools, and ;
tutiursemont requiromentn, we are confider¢ we would be able to
administer ‘a direct Lnan program. . B

-We have ot had qufficlent tise to ntudy the alfferént loan
collection mndals offered in the Housm and Genate varslons of the
diract Loan progras. We feel however, that whether or nnt ‘the
-Tntarnal Revenue Service, or contracts with collection aqancies |«
usad, the direct. delivery of funds to studentc through schoqls iw

‘a significant luprovemsnt over the existing quaranteed loan

program. By Itself, thia approach will nave both ctudent ad
governuent money. UWe dlso belteve that the reduction in codplexity -
will Load Yo & reduction in fraud and ahuse. . . : B

We also comnend to you, 4t the samwe tine, a single and free:nwed
analysis fargula and application. We recommend for thore schools
assisting uppar middie Income families with private funds, freedom
to coltuct addétional finenctal information through o few °

AR

Adnpfion.nf the direct Loan cancent and the need analysia pointe
mentionod above will.wake siqnificant progress toward LCongreqn’s
otited qoal of -simplifying the delivery of federal student ald.

Blncd?jly. i




AMHERST COLLEGE
AMHERST » MASSACHUSETTS . 01002
Offce of Pinanclal Aid
Talephone: 4135022296
Fax: 419-542:2628

october 28, 1991
VIA PACSIMILE TRANSMISSION

The Honorable Paul Simon
United States Senate

4632 Dirksen Office Building
Washington, D.C. 20510

rear Senator Simon:

Amherst College supports the direct lending proposal that you and
Senator Durenberger have made as a part of reauthorizing the
Higher Bducation Act.

From our perspective direct lending simplifies the loan process
for students, streamlines colleges' papervork and administrative
details, dolivou funds mOre promptly to students and their
institutions, and is very likely to produce substantial savings
for taxpayers. Bypassing ths multitude of lending institutions
and guarantee agencies that a college with & student body drawn
from across the nation must deal with is especially attractive to
ue.

We applaud your efforts, and would be pleased to provide any
as: .stance that we can as your proposal moves forward.

8incerely yours,

(73

Joe Paul Case
Dean of Pinancial Aiad

JpC:i:do
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Financial Aid Office

Waest Virginia University

Divislon of Student AHairs

October 28, 1991

The HonoOrable Paul simon
462 Dirkeen Senste Offica Building
Washington, DC 20210

Dear Senator Simon:
1 am plaeased.to learn of your support for Direct Loans.

The Direit Landing program has the potential to provide
ralief to many of the concerns associated with educa-
tional loans today.

Simplification of processing will address many of the
problems, which will make it easier for families to
better understand financial aid as they apply. It
should also keep defaults at a minimum as a result of
greatly reducing the potantial contacts a borrower may
have following graduation. I

I have been working in financial aid gince 1963. 1
sarved as NASFAA's prasident in 1977-78 and while on
leave from West Virginia University in 87-88, was

the individual responsible for the agency guaranteeing
loans in West Virginia. I have been involvad in all
aspects of aducational loans and I am thoroughly con~
vinced that the dirsct loan proposal is the most
reasonable approach to dramatically improving educa-
tional loans.

I would be pleased to address any questions you or your

staff may have concerning my support of the dizxect loan
proposal. My phone numbar is 304/293-5242.

8 ﬂt‘lg E
Rei\ B. Bolyard

Diraector

NEB/nu

P.0, Bon 6004 © Morganiown, WY 20888-8004
Eue! Opporiunity / ARIemaiive Action nesiAkon
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Fiyllis K. Nooyman
Director of :.luuul Ald

Bope College
Nolland, Michigan

lozmmunue-smouummu-hm-
Osteder 29, 1901

I e= Phyliis X. Nooyman, Director of Pinancial Ald at Nope Collage located ia

Hollend, Wiohigan. Nope is s four-yesr iadepeadent )iberal arts cellege vith

an serollmeat of approximataly 2000 studeats. Uader the curreat Stafford Loaa

:;og;:nw processed 1,300 loans duving the 19090-91 acsdemio year, totallisg
] ] .

As & poiat of refsrencs, I have Besa saployed withia the fimsselsl aid
profesnion for 14 years, e 8 past presidest of the Nichigea Studeat Financiel
Ald Assosiation, and currsatly serve &s Chair for both the Fedaral lsewss
Cemnittes of the Midwest Associstion of Btudmat Fisanoisl Al¢ Adalaistrators
and the Legisletive Committas of the Michigas Student Finanoisl Ald
Association.

The conoapt of direct landing, & propossd by Senators Simoa and Dursaberger,
19 attractiva to ms as an aid professions] as well an to ny institution,

The Stefford Loas program &s we nov knev it, 1o oftes a hurssucratic aightaars
for studeats, pareats, fastitutions, &ad giganstal aid profeseionsis. Vher e
atudeat HITove wider this pregram, s/he nay eveatuslly be iavolved with &9
many e oixn diffesest agessies during the 148c of the lean (i.s., tha seshool,
the lender, She guaraator, a servicisg compeay, @ secondary markst, oM the
fodoral goversmest). Each leadar &ad each guarastor has sgency-specifio
spplications, ageacy-specifio forms, and agency-specifio poliolss.

1a additien: the entire applicetion process 19 cumbarscas te the studeat.

The studeat muet £izet £1le o fimancial alid applicetion to find eut if 6/be i
eligible to receive o Staftord Losa. The Fisaneiel Ald Off10e thea notifies
the studeat of his/her eligibility, The studens them must file & separate
Statferd Loas spplication is erder to racaive the 10aa procesds. This loma
eppiicstion is handled by the studeat, by the selcol, by the leader, aad by
the guarastor, Tha precess 1s extremsly tims-consuming asd tha studeat may
walt Saveral weeks to recaive Bis/ber losa check.

Usdar the direct leading spproach, the iavolved partiss woulé couaist of the
school, & servioar, and the fedaral goverament, The Studeat would oinply have
to £ils o financial aid applicatiom, tbe Fissnoial Ald Off1ca vould notify the
studeat regerdiag his/ber sligibility, and upon eigaisg the Recasasry
promissory Bote, tha atudeat could reslize an ismadists loas oredit to hie/bar
accouat,

Dirsct Lending, in ite ourrent proposed format, oould be sasily admistetered
by an iastitutios such as Xops Collags. It 1a vary likely that thare woull %o
less adnintetrative burden, lese paperwverk, and faver 11ebilitiae for




Page Two

Direct Lending Testimoay/Nooyman
October 20, 1994

{astitutions wnder the divest lending spprosch. The curreat Perkias Loaa
program, vhich serves a9 & model for direst lendisg, is aa essily adslnistered
and oinply fermatted fedoral progran Whivh serves our studeats sffestively and
eoffieleatly. The sdnianistretive burdmm of the Ferkise Leaa pregraa is
oigaificantly less than that of the surreat Stafford Loas program.

Usder the curreat direst leadisg propossls, it weuld 8ot de sevessary fer Nope
College to provide additiosal staffing to its Fimanoisl Ald Gefice in order te
suppoxt this st pregram. From tha parspective ¢f my iastitutionm, the
aduinistretive rescurces surreatiy utilised for She presesaing of Stafferd
100n applications and incoming Ftafford Loan checks ceuld Yo easily shitted to
the processing of Direct Loan promissory aotes &ad acssuat resomsiliation.

Studeats would bemafit in that thay would realise more timaly loas eredits te
their sscoumts, they would 30 loager be assessed eostly guaraatee uad erigiss-
tion faes, and they would realise grester simplicity in the securing and
procesaisg of thelr loans.

Rether thas the curreat time frame relative to the receipt asd processisg ef
etudent loan chacka, credits sould bs made immediataly te o studeat's assount
upon the receist of o aigued promissory aotu. Is sddition, the adainistrative

responsibilities, 1iabilities, and agency-specific coafusiom could be sigaifi-
cantly reduced.

Is torms of progrem coet saviags, it bhas acw been sudstantisted by beth the
Congreseionsl Budges Office and the Genersl Acecuatiag Office that Direct
Londing could save ever §1 Dillloa -- Presiat valua terms = sssuming the
lcans are sade in fiscal year 1993.

I have had the opportusity of reviewing both the House and the Sensts
progosals relative te direct leading. Bither of thees two approaches could be
sffeatively admiaistersd et Eope College given our currest levels of
adaisietretive and staffing support.

More importamtly, I believe thet direct lesdiang, as curreatly construoted,
oould be vary hemeficial t0 our studeats in terms of Suioker scoess to loan
tunds, the elimination of £e0s8, anéd less voafusios and buresucrecy.

It is My siscere bhope that throughout all debate and disowselon zelstive to

direct lending that we will remain foeussed om the studant and hov o/he will
be iapacted by our dacisnions.

33
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Benidii state Univeveity
1500 Bivchmoat Drive WB
Bamidjdl, Minaewota 84601-2699

Testisony by John Solullo, Directer of Pimasoial A4, Bemidjl state University,
Semidjl, Minmesota 66401-2099 bafere tha ssaste Suboommittes on Bducation, Arte
and the Nmsaities on Ostober 29, 1991.

Resuthorisstion is alvays an esoiting time for the finanoisl sid comsunity. We
#ind ourselves asking, "Are they geisg %0 eet it right this timer My ‘
#inancisl aid caresr began in 1908 as a direct resslt of the Bigher Wducation
aos of 1968, I have, for many ysars, chostved and sagerly antioipated sach
Amsudnent snd Resutborisation of that briliisat original plesa of 1egislatien.
“t‘-‘.' 1n 1991 we £ind curselves askiag, "Are they golng to get it right this
time?”

Many of she maw prUPosals surfacing as & reslt of the Reauthorisation prooess
are right on target. A single need ssslysis, & fres applicstion, direct loans,
singlifivetion, eto., ace sxasples which damcustrate to ma and to students that
somsons is listening.

(:umumsvmmutmma-mmx-. I oall ber
siother=of-the-Sacking-Fhone.” She has besa oalling me for 25 years., I would
1ike bexr to stop oalling me.)

she Financisl Ald for All Students proposal is nos only zight on target...it
Rits ¢tha bulle=eye. The IDBA Oredit plaa to replace the curzent guarantesd
student loan programs, the shifé in tbe ia-sohool subsidy to the Pell arant
Program, mmumwmmtumm tha inocone
sansitive repayment procsss, the "Dresm Pund,® the aew loas limits, and the
Pell Grant entitlement, graduste studeat grants and Exoslilence Scholarstips
are indications that somsone in Washingtom is 1isteaing.

T™he simoa-Uurenberget propossl is truly ccosumer oriented., Mever hava 1 seen 8
plece of finaseial aid Legislation which addresses tha real everyday probleme
of students and parents AS this proposal dess. he reactlica by those of my
stat? who have reviswed it was one of sxcitsmamt. The reactios of othex
‘Hinnesota Ststs University finsncisl aid directoze was Likewine positive. I
called the offices of Senator’s Durembarger and Wallstons to infora thelr staff
of ay positive reaction to the benefislel featuzss of the prxopasal.
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L want to mention only thres things about the proposal. They concsrn three
very real frustrations peopls have with fiasnoisl aid and hov theee
frustzations are reeolved in the Simco-Durenberger proposal,

First, students feel caught in a goversment sting operstion with regard to
loans. Thay sust tske them to remsin ia school. Mo loan, no sehool. They
kaow that the future is uncertain. For scme, the odds are against their
repaying their loans in a timely mannesc. 7he eocoaomy, the geographic region,
tha family history, orime vates. divorow rates...many factors enter into
student default rates. Tha ourrent Susranteed Student LOAR PXOgraNe QuUArantes
defaults for a large segment of the horrowing populatinn soon after leaving
oollege, and the studasts hnow it. My peint is that any loan program whioh
©ess & gollateral the scadentc progress and petential earnings of the
bozzowar, must oither aocept a high default rate on thowe loans or sstablish a
nethod of sddressing the default problem which ls not to the datriment of tha
borzrower. To put it asothar way, soms stwdents have s aboioce.,.loan oz no
school. Wham they graduste or leave sehwol, thay have a cholce...pay or
dafault. Whan real life problems ooour, inoluding the necessary consumer
purchases a8 a rafrigarator or pots and pans for & newly graduated and newly
aarried oouple, the choloe may be default.

The IDEA Oredit repayment plas providas exectly what students nasd...a
regsonabla way t0 repay their loans whesn starting out or vhen times are bad and
& Way 0 writa-off tha loans of those in oronio low inocome situations without
ruining their oredit. It sesss to me that the government has no businsss
loaning monsy out on the basis of potential sarnings without ailther aceepting &
greater risk at the repayment end or providing a method of elimirating defaulte

oospletely. 12 this regard, the Simop-Durenberger proposal hits the bulla-eye,
again.

Second, students are frustrated by the fact that somecns 1is ripping thes off.
™he frustration is from the responsible students who will repay their loans.
why should they be charged an origimation and insurance fea of 787 They want
to know vhat is being dons to thess studanks who doa’t repay loans. The direct
loan aliminates these oharges and allows students to borrow the full amount of
the loan at & reascnable intsrest rate.

hird, students are frustratad with the comnfusiag repayssnt process. 1 believe
thers would be coneidecuble savings ia the IDEA Cradit proposal at the
institutional level. The management of studast loans is simplified and
stresalined. ¥or exsmple, ¢ur institusien speads approximately 6~7 howrs per
week working with lendece and guarantes agiasiss vegerding alleged dafaulted
lo8as of currently enrclled students, masy of which wexs the result of
orzonosus mailisg addresses and 106t defecment fOrms. REROVIRG S0MOONS from
default say take weekes. Undar TDRA Oredit, there are no defaults. Studants
and parents will kuow wvhere the loan oams frem (the federal goverameat through
the echool), how suoh it vas for (the £aee value of the amount borrowed), who
thay are to repey (the federal government), and where they repay the ebligation
(the sexvicer end the IRS). They will dmow that thay will Do tracked thyosgh
the IRS and, therefore, are more lilmely to repay their loans. 8isoe the IRS s
tracking tha smme isdividuale for incoms tax purposss, it would seam that &
dupliocation of sffort oould be a7nided at cousideradbls cost savings to tha

t™he Simen-Dureabarger proposal cawght my attention as & positive cooswmer
oriented aot. The proposal addxesses some major studsat finsnclal sid Lseves
head on...from a problem-solving standpoins. The problems I hear from stwdents
and parests overy day have bead addressed in this proposed legislation.

As with any bill this large and eemplen; epposition will surface areed; I aa
suve, with all of the facte and figures to prove thin or that ocan't be dons. I
hope, in the prooess of mesking=up the Masuthorisation of the Righer Bducstion
At, that you will remmmber the emekiang gphone and enact legislstios which
sddressss some Of the fyustrations of the conswmer.
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The Wriiten Testimony of:

Jezrone B, Sullivan
Director of rinancial Aid
Univexsity of Colorado

Boulder, CO 60309-0106

Earl Dowling

Director of Financial Ald
Yowa State University
Amas, Ia 50011-2020

Joseph M. Camille
Director of Fi~-_.olal Ald
University of missouzi
Columbia, MO 65211

Nr. Chairman and Members:

We sppreciate “his opportunity to comment upon the Simon-
Durenbarger p. possl to the Senate Committee on Labor and Human

Rasources.

In 1990-91, we administered nearly $100 million in Guaranteed
studant Loans for approximately 30,000 students. We therefore
have some considerable experience with the exzisting student loan
programs both with the individual opportunities they have
provided as well as the difficulties and frustrations they often
present to our students from application to repaypent. Default
rates at our imstitutions raage from 2,7 to 3.7. By that memsure
alone we might be considered to be operating relatively
successful programs. Howevor, we believe even this reoord can be
inproved upon if bold steps ara takan to reconfigure this very
isportant federal education program.

The loan program is so important to our studants, in fact, that
many have warned us not to speak out. It is thought by soma that
to "rock the boat" might jecpardize a "line of credit” tuat is
absolutely critical to the educational dreams of hundreds of
thousands of American families. We believe differently. Rather
than assume a position of protecting whst we have, we prefer to
heed the warnings of the Nunn Report and other studies that say
that the existing Guaranteed Student Loan model is dysfunctional
to the extent that it will soon erode the overwhelming public

port for government based student financial assistance for
t=-secondary education,

delieve that the existing program is too complex for the
vopartaent of Education and many of the participating schools to
administer well. We slso believe it 1is too complex for students
and their families tc fully understand the process of obtaining
the benefit, and what their rights and rxesponsibilities are once
a loen is obtained. This situation has led to instances of fraud

and abuse that have embarrassed students as a group, achools, and
the Department of Education.

3b
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The complexity is a direct result of too many players in the
progzram; i.e. students, schools, lenders, guarantors, secondary

markets, and service agencies. A simple model with fewer pluyers
is needed.

We also believe that the existing loan model is more expensive
than the proposed direct loan model would be. All of the
Previcusly mentioned agencies participate because of a peroceived
benefit to themselves. It sesms only common aenge that
elininating those not directly involved in the educational
process would save program costs. Our éxperience with the
existing direct loan prograa, (Perkins), is that it is easier to
adainister for all parties concerned. The Credit Reform Act now
makes it possible for this chesper model to be used on a larger
scale without increasing the fedsral budgat deficit.

The S8ecretary of Rducation hae recently suggested that the
Departmant of Rducation is not prepared to handle a direot loan
program. W¥We would respectfully suggest that the Departaent is
prepared to handle the dixect loan programs as proposed in

both the House and Senate committees. Both proposals lead
directly to the strengths and experience of the Department. That
is, of adninistering contracts and regulating achools. We
believe that with reasonable developmwent time, and with the use
of negotiated rule making, the Department will he mble to guide
us out of the loan difficulties we have sll bean experiencing
over the past decade.

As school aid administrators, we are confident we would be able
to administer a direct loan program.

We have not had sufficient time to study the different loan
collection models offered in the Bouse and Senate versions of the
direct loan program. We fesl however, that whether or not the
Internal Revenue Service, or contracts with collection agencies
is uaed, the direct delivery of funds to studsnts through schools
is a significant improvemest over the existiang guaranteed loan
program. By itself, this approach will save both student amd
governaent aoney. We 31s0 helieve that tie raduction in
complexity will lead to & reduction in fraud and abuse.

We also commend to you, at the ssme tiwme, a single and frse need
analysis formula and application. We recommend for those schnrols
assisting .upper middle income families with private funds,

freedom to collect additional financial information through a fee
collecting servige.

Adoption of the direct loan concept and the nead analysis points
mentioned above will make significunt progress toward Congracte’s
stated gosl of simplifying the delivery of federzal student aid.

37
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Glenn C. Skarp

RORTHWEST KANGAS ARBA VOCAT10NAL-TECANICAL SCHOOL
Goodland, Kansas

IDEA CREDIT -~ BIRECT LOAN PROGRAN
Thank you for the opportunity to comsent on the S8imon-Durenberger
proposal for a direct loan progras. Ny nass is Glemn Sharp and
for 25 ysars I hava administered the financial aid programs at
the Northwest Kansas Area Vocational-Technical School in
Goodland, Xansas. I am active in ths financial aid
acministrators associations at the etate, rqqional and national
levels and currently serve as immediate ;aat-president of the
Rooky Mcuntain Association.

ou> institution is a small technical school vith less than 500
students and we enjoy a nationvide reputation for training
guality technioians. If you used your telephons for long
distance service today, chances are one of ocur telephony
graduates was the technician who made the call possidble. Nearly
808 of our studsnts receive some foram of financial assistance.
Annually, we help ltudchu process nearly §500,000 in Pell Grants
and a similar amount in 8tafford loans.

X support the proposal for a direct loan program. whan
Representative Andrews introduced H.R. 3211, a bill to establish
a direct federal lending program under which the existing GSL
program would be consolidated, I was exoited. However, in spite
of its positive steps to simplify ths student loan process and
bring it under batter fiscal control, it still does not go far
enough. The repaymssnt stage still involves a "servicer®, 1
interpret: the servicer to ba similar to existing secondary
sarkets in tha cSL program. The direct loan program needs to

eliminats lenders, guaranty apc,wwleo1 and secondary markets.
aga -
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For meveral ysars I have advacated a payroll deduction system for
the repaymant of student loans. If a student works, the student
pays for the eduoational loan. If a student does not work, we
bettsr evaluate tha sduoational system. When I reazd about tha
Simon-Durenbazger proposal of the “Incomes-Dependent Rducation
Assistance Credit” I was satisfisd that this is a solution to the
repaysent problems in the student loan progras.

Studants at our institution currently have 8% or $31C (on a
maxisum loan of $2,625) deducted from their student loan ohecks.
This is money which could be used when it is needed for
educational and living sxpenses. At our institution, students
would have over $40,000 availabla each year for their sduoation
if origination and guarantees fess weres elininated. These ars
real dollars saved for students.

The loss of the in-school interest subsidy for students was first
viewed as a nogative. But, after further reviev, I oconsider it
to be a positive step. Under the IDEA-CRRDIT proposal, the in-
school interest which will accrus becomes an expense of borrowing
soney but the paymant can be deferred to the repaymant period
when a student is working and earning incoms. The idea of a non-
subsidised 1oan may dater aome students from borrowing - even if
they show "need” on paper. I believe many students borrow
becauss it is an "interest-free® lcan. We explain that the
origination and insurance fees have to bs considered as interest,
but studants still view tha loan proceeds as "free® money. The

Pags -~ 2
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non-interest subsidy opens up the loan program to all students,
regardless of family incoms.

A oriticism of ths direct loan program by post-sacondary
institutions is tha perceived inorsased administrative
responsibilities. I have flow-chartad the process at our
institution and I do not sea that to be true. None of tha
ourrent Stafford loan institutional eligibility funotions will
ohange under direot lending. The September 27, 1991 GAO report
supports the concept of siwplicity in administerxing the direct
loan process. I welcoms tha time saved hy'not having to help

present atudents and graduates play the gama of “IOAN, LOAN, WHO
HAS WY 1O0AN".

Another concern I hear from colleagues is the fear, real or
imagined, that Congraess will not adsguately fund the direct loan
program. Ths direct loan program sust be an entitlement. Many
tinanoial aid administrators are disillusioned with the
appropriations of the Pell Grant and other Title IV programs
during the past decade. I too am concerned that the simon-
Durenberger proposal of a $600 increase in the Pell Grant maximum
doos not addross the iasue of the imbalance of loun/grant in
student financial aid.

I am certain of one thing - ths concapt of direct loans is good
for students. It will provide mors money for students while thay
are in school by eliminating origination and insurance fees, It

Page - 3
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is tims millions of dollars in deduots oach year are kept in the
pockets of students.

A real problem for students in the present studant loan program
is understanding the role of the lendar, guarantor and secondary
sarkets, Most students do mot have any relationship with the
lender, let alona tha entity that eventually holds the paper
during repaymsnt. Iet’s put the responsibility of the loan with
the post-secondary institution. 8chools establish a relationship
vith the studant and alrsady help with the loan processes. It
nakes sense for schools to obtain the signed promissory note and
deliver the loan they have cartified. The students entire
tinanoisl aid paockage would come from tho same msource - the
institution. This is much better for students because it is
sasier for thea to understand.

The income-ssnsitive pay back is also logical and siwplifies the
repayment proocess for students. Let us begin to concantrats on
the positive aspects of repayment. Tha most recent oohort
default rate (FYe9) for our institution is 11.1% 'rhat. is an
inoreasa from cur FY88 rate of 6.83. We are a tvo-year public
institution and have a high percentage of "at-risk® and non-
traditional students. We try very hard to help our students
sucoassfully repay their loans. The profile of a typical
dafaulter at our school is a single-parant, female, age 28, with
two dependent children. Immediately out of school, this person
doss not earn encugh money to pay for food, rant, other living
expenses and the atudent loan payment. ‘The IDRA Account allows

persons in this predicament to work and in time build an income
level high enough to make good on their loan obligations. It is

a positive repayment process instead of the negative black hole
of dsfault.,

The IDEA Credit proposal is the student loan program of the

future. It needs to be enacted in the re-authorization pian
today.

41



34

Elizabeth M. Hicks
Coordinator of Financial Ald fur Harvard Univeristy
and
Assistant Dean of Admissions and Financial Aid
tor Harvard and Radiclifte Colleges

Mr. Chairman, Members of the Committee: My name is Elizabeth M.
Hicks. | am Coordinator of Financial Aid for Harvard University and
Assistant Dean of Admissions and Financial Aid for Harvard and
Radclitie Colleges. As a result of conversations with my colleagues,
| believe that my comments reflect the views of educational
institutions who have been invoived in the exploration, analysis. and
comparison of direct lending proposals.

We are grateful that the recent and extensive debate on the merits
of direct lending have been afforded this opportunity of review and
discussior by the Senate. We commend Senators Simon and
Durenberger for their leadersnip in developing a new, simpler
student assistance program called IDEA Credit, with income-
sensitive payback through the Internal Revenue Service.

It is no secret that our largest source of fedaral student loans. :he
Stafford Loan program, is in trouble and that more than tinkaring 1s
required to fix it. Originally a loan of convenience for middie
income families, the Staffora loan has evolved into a loan of
necessity for students from low- and middle-income levels. yet the
partnership concept on whicn the program was founded over twenty-
five years ago has not changea.

We believe that replacing the Guaranteed Student Loan program with
a direct loan program will aadress the major problems confronting
the current system. We further believe that direct lending is more
beneficial to federal student aid recipients. | would like to mention
several key features of direct lending that support these
statements,

+ problems with access to loan funds are elim.dted.

By making educational institutions the originators of loans, stuaents
have direct access to loan funds from one source for their entire
program of study. The fact that a direct loan program would be an
entittement -- and that the amount of capital would not be limited
by a fixed total amount of ~ap per year -- further assures universal
access to {oan funds by students enrolled in all sectors of
postsecondary education.

* Costs are contained.

Under direct lending, the costs of the current program are brougnt
under control. First, by capualizing the loan program, the federal
subsidy paid to lenders is eliminated. Second, with a simplifiea
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aaministrative structure for the program, efforts are refocused on
ensuring greater quality, especially in the services provided to
borrowers during repayment. This wouid be a major factor in
bringing default costs under control.

* Cost savings are used to address other needs of students.
Savings accrue because direct lending enables the federal
government to secure student loan capital by paying wholesale
rather than retail prices. Savings can be used to reduce borrowing
costs for students, expand eligibility under the program to students
from riiddle income families, or fund grants to correct the
qrant/loan imbalance.

In order to understand the true benefits of a direct loan program. one
has to dispei the misconceptions about direct lending. Three of the
most common misconceptions with respect to the rcle of
educational institutions concern administrative burden,
accountability, and risk sharing.

* Administrative burden for schools decreases under direct
lending.

Institutions, such as Harvard University, that have studiea direct
lending believe it eases admimstrative burden and serves students
petter. The experience with the Perkins Loan program demonstrates
that all schoois, large and small, automated or not, have the
aoministrative capability to make loans while significantly reducing
ihe complexity, amount of paperwork, and unnecessary delays in the
disbursement of loan proceeds.

* Opportunities for fraud and abuse are minimized under
direct lending.

Without lenders, guardantee agencies, and secondary markets to
oversee. the Department of Education can focus its effarts on
scnools. servicers, and collection agencies. Under direct lending, a
school that is determined to abuse the system no longer has the
ability to process loans through multiple lenders and guarantee
agencies. A school's entire loan volume can be carefully monitored
through a centralized system.

* Institutional risk is not increased.

The probability of institutional error is 1educed through the
eliminations of lenders and guarantors and their multiplicity of
policies, procedures, systems. and forms. Any school that can
perform need analysis, process a Pell Grant, or deal with the
complexities of the current Guaranteed Student Loan (GSL) system,
can handle direct loans. For the student, as well as the institution,
the application process would be similar to the Pell . Grant program.
Instead of endorsing a check, a student would sign a standardized
promissory note that the institution would immediately forward to
the servicing agent in order to draw down the loan funds.
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Direct loans offer a rare opportunity to increase federal support for
students without increasing annual appropriations. In particular.
the Simon-Durenberger proposal results in considerable savings
through the elimination of special allowance payments to lenders
and the in-school subsidy for students. These savings are then
shifted to expand loan eligibility to ail students without regara 10
family income, to support increased grant assistance for
unaergraduate and graduate students, and to fund important early
intervention and incentive programs for at-risk students.

While modifications.to direct lending proposals may be necessary.
what we must guard against is the temptation to apply some of the
basic and interconnected concepts of these proposals to the current
GSL system and expect that we will 3nd up with a viable program.
For example, if the elimination of the in-school subsidy -- an
intricate feature of the Simon-Durenberger plan -- were appliea to
the current GSL program, it would result in a powerful disincentive
to low- and middle-income families to pursue postsecondary
egucation. In addition, the elimination of this important in-scnool
subsidy would also discourage students from pursuing a
graduate/orofessional degree due to the length of this program ana
the problem of capitalization of the unsubsidized interest.

| wouid like to make one other cautionary remark. |f Congress
decides t0 remain with the current GSL system, loan limits must be
increasea. The House proposal for reauthorization does not call for
increasea GSL limits, except under direct lending. The Senate
proposal. as it currently stands. call for very modest increases in
the GSL loan limits. Some graduate and professional schools have
even expressed concern that the higher loan limits under the Simon-
Durenberger proposal will not serve students' borrowing neeas into
the next century.

In closing, the primary goal for reauthorization should be to ensure
that the federal financial aid programs serve the needs of the
students for whom they were designed. To do this we must simplify
the delivery system and better target funds to students' direct
educational costs, rather than to the bureaucracies that support the
delivery system. For this reason, Congress should press ahead and
replace the current GSL system with a direct loan program.

As you consider the Simon-Durenberger proposal, | also commend to
you the House Education and Labor Committee proposal on direct
lending. The hallmark of both of these proposals is the creation of a
new financing mechanism that will result in increased funding for
students.

i thank you for the opportunity to make these comments.
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Senator SiMoN. Then finally, Mr. Chairman-—and Mr. Secretary,
you used to be in business; you are interested in that bttom line.
The bottom line is that this year we are going to spend $3.8 billion
in student loan defaults. This proposal, by having the RS collect it
and have it on a T-bill plus 2 percent means that for all practical
purposes we will eliminate the student loan default problem for the
Federal Government. Now, you don’t eliminate it tomorrow, but
you do over a period of time. You make college muca more accessi-
ble to people in this Nation. It just seems to me everyone comes out
a winner. And we ought to be willing to do something that shows a
little courage.

I'd like to see the President of the United States next year say “I
am the education president, and look what I have done for higher
education.”

Thank you, Mr. Chairman.

Senator PeLL. Thank you very much. I have received several let-
ters in regard to proposals for a direct loan program. Some of these
specifically address the Simon-Durenberger proposal that is the
subject of our hearing today. If there is no objection, I would like to
include these letters in the hearing record.

[Letters follow:]

!
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CALIFORNIA STUDENT AID COMMISSION

PO BOX 3510843
SACRAMENTO, CA 942430843 (316) 322-1904
" ‘The Honorable Claiborne Pell

Senate Labor and Human Resources Committee
$D-428 Dirksen Senate Office Building
Washington, DC 20510

Dear Senator Pell,

1 am writing to urge you to oppose the Higher Education Act amendments that will be offered to the
Committee by Senators Simon and Durenburger based on their bill, 5 1845. The current Senate
reauthorization bill proposes many reforms of the present guaranteed student loan program that will
strengthen the programs and assure students of adequate financial aid for quality education and
training. In contrast, the Simon/Durenburger proposals would discard the currently effective financial
aid delivery system in favor of an untested system with doubtful program savings.

There are three major shortcomings in the Simon/Durenburger plan for direct federal lending. It
would cost the federal government more to operate than the present system, it would add complexity
10 the delivery system, and it would do nothing to reduce defaults or enhance collections. Senators
Simon and Durenburger base their estimates on direct lending program savings from a General
Accounting Office report that seriously underestimates the true costs of operating a federal loan
program. The projected $1.4 billion in savings cited in the G.A.O. report do not take into account
the substantial costs associated with conversion to the new system, realistic Servicing costs ot historic
default rates. When these costs are properly counted, the direct federal lending program costs more,
not less than the current system.

Senators Simon and Durenburger’s direct lending proposals would require the Internal Revenue
Service to collect on student loans at a time when it is already faced with the task of collecting on
billions of dollars in unpaid taxes. Moreover, studies on the characteristics of student loan defaulters
show that the great majority of borrowers who default are unable, rather than unwilling to repay
because they are not employed. 1.R.S collection efforts would do nothing to recover the substantial
amount of defaulted dollars from unemployed borrowers while it would add enormous complexity to
the loan programs.

The guaranteed student loan programs represent a federal-state partnership that effectively delivers
over $12 billion per year in financial aid to students. The Senate's reauthorization bill

proposes reforms in the current programs that will enable them to continue to provide financial aid to
deserving students throughout the 1990's. 1f I can be of further assistance or if you require further
information, please contact our office.

Singerely,

fi/u..w((’

1o
Samuel M. Kipp ili J ))} ‘

Executive Director

46

PETE WILSON. Gowemnor
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Livery Square
33 Neill Avenue

Hel K
WESTERN COMPUTER SERVICES oo Ay e

October 28, 1991

Senate Committee

Labor and Human Resources
United States Senate
Washington, D.C. 20515

Dear Committee Members:

WESCO is very concerned with the impact any proposed legistation calling for a
direct loan program. As a software development firm that has focused our
development efforts on providing state-of-the-art information systems for the
Guaranteed Student Loan Program, our 400 plus clients include guarantee
agencies, secondary markets and hurxireds of student loan lendera .

We go on record as opposing a direct loan program. Our obeervation is that
many important details have not been sufficiently thought through. including
the enormous costs and the rip tide effects of such massive changes.

When the details of how such a program would work are carefully examined, it
becomes clear that not only will such a program not save a billion dollars a year,
but may actually increase the costs of administering the student loan program.
The direct loan program may effectively reduce resources {or financial asaistance
to fund higher education. Both the immediate and long term effects will be
detrimental to students.

Who will pay for the administrative costs of a direct loan program?

Schools currently have difficulty accurately tracking enrollment status of
students. The key to success for any program is the fast, accurate flow of
information. This fast, accurate flow of information is entirely dependent
on information systems. The capital outlsy that the student loan industry
will have to come up with to accommodate major changes of any kind is
tremendous.

If schools are required to pay for the systems, the costs will be paseed onto
students through tuition increases, there-by canceling out the benefits of
increased aid. If the federal government is 10 pay for the cost of administer-
ing, then the promise of a billion dollars in savings is grosaly overstated.

Massive changes will waste literally billions of dollars that have been ‘.
vested in information systems to adininister the current program.,
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Direct Loan Program Testimony
October 28, 1991
Page 2

Information systems have now caught up with the current program, so for
the first time in the history of the program all the participants have access
to adequate support systems to allow the program to run smoothly, Bene-
fits from these state-of-the-art systems can now begin to be fully realized.

How will a direct loan program effect default rates?

The direct loan program does not address default rates, instead it takes the
focus away from defaults. Yet by far the most costly aspect of the student
loan program and the issue with the most pressing need to be adequately
addressed {s the problem of loan defauits. For fiscal year 1991, loan de-
fauits cost a record 2.3 hillion dollars and estimates are it will be even

higher this year.

Making more grant money available to the neediest of students and provid-
ing more access to student loans for middie income students will indirectly
reduce some of the source of high loan defaults. But. a dtrect loan

opens the door for coniinued fraud and abuse by schools by taking out an
important set of checks and balances. This structure will also place 100%
of the risk of defaults on the federal government, risk that is currently
being shared by lenders and guarantors.

What immediate impact will a bill calling for a direct loan program have on
the atudent loan program?

In our interviews with lenders across the country, we found that if lenders
are given the clear message there i no future for them in student loans,
they will abandon the program in droves. This could dry up the availability
of funding for students. leaving little access to students for loans, until the
new program is implemented sometime in the future,

Are there more realistic ways of saving a billion dollars by simply modifying the
current programn?

By cutting the current default costs of 2.3 billion (1891) in half, a savings of
over a billion dollars will be realized, The money for increased grants and
assistance for middle income families can be obtained by cutting default
rates. Cutting default rates is not a focus of the direct loan program.

Can the current program work well with a few vital changes or does it really
netd a massive overhauling?

We firmly believe that the current structure of the Guaranteed Student
Loan Program s sound. The current problems sre not a res : of the
program as it stands today. Many of the shortcomings, abuses and over-
sights that have resulted (n ihe problems we are seeing today are being
addressed. The resuit of recent mesasures to curb incciencies and abuses
will cor ¢ to harvest in the next several years.
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What are tie changes WESCO recommends should be inad ' tudent
Loan Program?

Set up an effective method of podcing schools, High default rates can be
directly attributed to frauduleist schools,

Lenwders are experts at collecting on defaulted loans. Create regulations
that provide lenders incentive for collecting ou defaulted loans rather than
cusTent incentives to simply protact the loan guarantee, Complex due dili-
gence currently requires lenders to focus ail thetr time and resources on
following ineffective procedures instead of being able to focus on supporting
students in paying back their loans.

Consistency must be legislated o that the constant modifications to the
regulations cease. The changes that come out ot Reauthorization need to
be given a chance to work. Much of the dysfunction in the current program
is a direct resuit of the software development industry’s lack of ability to
keep up with complex, volatile regulations that can change overnight.

{A good example are the changes now acing programmers
surrounding the Budget Reconcillation Act. One expert
estimates those changes will require 200 days of pro-
gramming in order to put lenders in compliance and 600
days of programming to put guarantors in compliance,)

WESCO stands firmly behind legislation that will realistically increase the effec-
tiveneas of getting funding into the handa of students. We will support legisla-
tion that focuses on the most costly and pressing problem facing the Guaran-
teed Student Loan Program today. the problem of skyrocketing default rates.
Massive changes, such as a direct loan program will take enormous tme, moncy
and resources to properly implement. The opportunity to save the American
taxpayer billinns of dollars by addressing default rates will Le lost in the thrust
to act up the new program.

In recent years much attention has been paid to Increasing the integrity and

accountability of the current student loan program. If the focus continues t0
stay on reduction of default rates. cracking down on fraudulent schools. and

streamlining the administration of the loan program with nroper information
systems. the payc’” of these measures will be seen for many years to come.

Sincercly,

Dana B, Glatz
CEO
WESCO

g
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AMERICAN COUNCL ON EDUCATION
Division of Govemnmeneal Ralotions
October 28, 1991
The Honorable Clatborne Pell
Chairman

Subcommittee on Bducation, Aris and Humanities
Committee on Labor and Human Resources
United States Senate

335 Russell Senate Office Building

Washington, DC 20510

Dear Mr. Chairman:

We have reviewed S. 1845, which was cubmitted to the Committee on Labor and
Human Resources by Senators Simon and Durenberger as an amendment to S. 1150,
which would reauthorize the Higher Bducation Act.

Since the amendment was first made public during the mark-up of the
Subcommittee on Education on October 24, there has not been sufficlent time to
explain the provisions of the amendment to our instituti.al members and get their
reactions, nor do we have adequate analysis at this point to share with them. The
amendment would make large-scale complex changes to the federal loan programs, and
would transfer substantial subsidy from the loan programs to the grant programs. The
changes affecting grants would largely duplicate those provided in S. 1150, These
changes to grants and loans would collectively have dramatic impact on the amount of
asgistance recelved by millions of students. ‘The following comments on federal loans
are based on the positions developed by the undersigned associations during several
months of deliberations prior 1o the transmittal of our reauthorization proposals to
Congress in April.

The most dramatic change under S. 1845 would be the abolition of the Stafford
loan program, and its replacement by an unsubsidized federal loan program. The
major subsidy in the Stafford program is that the federal government pays all interest
on the student's behalf while the student Is In school. This elimination of in-school
Interest subsidy would significantly increase the indebindness of needy students. We
cannot support elimination of subsidized federal loans and substitution of
unsubsidized feceral loans.

The Increased debt of borrowers with low-Incomes after leaving school could
result in extreme hardship for studenls who have low incomes after graduation. If
thelr incomes were not sufficlent for thelr loan payments to cover the interest as it
accrues, the borrowers' debts would continue to inczease during repsyment, resulting
In nega’lve amortizaton.

One Dupont Orcde, Vashingron, D.C. 20036-1193  (202) 939-9255
FAX (202) 833-4760
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Under S. 1845, student loans would be financed with capital obtained by Treasury
borrowing. We support this concepl and have recomunended that institutions have
the option to participate in a new federal loan program based on Treasury borvowing
that has in-school interest subsidy as does the Stafford loan program. We have
recommended that the Stafford loan program, and the SLS and PLUS programs, be
continued throughout the period of the next reauthorization, while the loan

program iIs being phased in, to allow Congress to make any needed legislative
adjustments.

Under S. 1843, loans with income-contingent upment would be an
entitlement to all students enrolled half-time or more apply. The formulas
underl! income-contingent repayment are extremely complex. We need further
analysis, induding that of outside groups such as the Congressional Budget Office, to
evaluate fairly the progressivity factors in S. 1845 that detcrmine how much borrowers
would repay, and which categories of students would receive greater or lesser benefits,
and (o aseess both the federal cost lmrllcaﬂom and the Impact on institutional
workload. A further important consideration Is that broad-scale income-contingent
repayment requires much more sophisticated counselling of students on the impact of

xnt gn their after-college income, which they cannot know at the time they assume
debt.

Because many botrowers now have legitimale hardships on entering repayment,
we proposed a flexible repayment plan in our legislative package to provide income-
contingent repayment on an exceplion besis for students with excessive debt service in
repayment; we believe this proposal is more manageable for the government and
institutions. It allows most students to repay on a standard amortization basis under
which it is easler for students to understand the amount of principal and interest owed.

Much more extensive analysis and negotiation with our institutions is needed
before we could develop a position on the desireability of income-contingent
repayment for all students. We recommend that legialative consideration of full-scale
income-contingent repayment be deferred pending this process,

Sincerely,

Charles B. Saunders, Jr. 9,)
Senlor Vice President

On behalf of:

American Assoclation of Community and Junior Colleges

American Assoclation of State Colleges and Universities

American Coundl on Education

Assoclation of American Universities

National Association of Independent Colleges and Universities
Natlonal Assoclation of State Universities and Land-Grant Colleges
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United Negro College Fund, Inc.
1725 Vermont Avenue, N.W.
Sune 810
Washington, D.C. 20005
(202) 737-8623  FAX (202) 737-865)

October 22, 1991

The Honorable Clajborne Pell
Chairman

Subcommittee on Education, Arts
and Humanities

648 Dirksen Senate Office Building
Washington, DC 20510

Dear Mr. Chairman:

On behalf of the 41 member institutions of the United
Negro College Fund (UNCF), I am writing to convey our
support for S.1150, your discussion draft of the Higher
Education Act reauthorization bill.

We commend your strong commitment to securing
enactment of a Pell Grant entitlement for low and middle
income students. The draft clearly addresses the cause of
equal opportunity for minorities in higher education.

We are concerned however, about possible legislation
that Senator Simon may introduce to create a campus-based;
dirent lending program during the Education, Arts and
dumanities subcommittee mark-up. We at the College Fund
would like to let you know our position on this proposal.

While we belleve that there may be some benefits to the
direct loan concept; those benefits are far outweighed by the
extreme financial and administrative burdens placed on UNCF
Institutions by the transfer of lending and collecting
responsibilities to institutions of higher education.

Dr. John L. Henderson, President of Wilberforce
University in Ohio presented UNCF's views during his March
21, 1991 testimony before your Subcommittee. In response to
a question from Senator Kassebaum on the advisablility of
initiating a direct loan program, Dr. Henderson said:

"I can't speak for all college and uulversity presidents,
but | certainly feel that Wilberforce University does not
want to be in the lending business nor do we want to be
in the debt collecting businesz. We are primarily
educators, and whereas we are concerned about students
finding assistance to enable them to pursue a college
degree, a college education, I just simply don't think
lending money and collecting those debts reelly is in the
purview of an educational institution...”

“A mind is & terrible thing 10 waste®

rn
L)b

JEST COPY AVAILABLE
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Page 2
Letter to Pell
October 22, 1991

Dr. Henderason adequately expressed the views of our member
presidents on this concept. Our member institutions do not
have the resources, fiscal or administrative, to carry out
this responsibility. Diroct loans are a burden that our
member institutions simply cannot handle. In our view, they
should not be compelled to operate a direct loan program if
they believe that they will be unable to do so.

Most UNCF member institutions fiaancial aid offices
employ 3-5 full-time professionals. They not only dispense
ald to our students -- 90 percunt of whom receive some form
of Title IV assistance ~- but they also provide entrance and
exit counseling for Stafford Loans, in addition to fulfilling
other federal mandates related to Selective Service and drug
free workplace compliance requirements. Almost all of our
41-member institutions will not be able to undertake the new

tasks imposed by a direct loan program without significantl
increasing the size of thelr financia) aid office staffs.

Smaller institutions such as ours do not have the
resources to implement the leve! of management required to
institute and successfully administer a direct toan program.
The proposed per loan processing payment to institutions, if
appropriated, is insufficient to reimburse institutions like
ours which are not in the lending business. Our institutions
are primarily educators and are not equipped to be involved
in the banking arena.

The fiscal and administrative implications of thia
potential forced undertaking would prove disastrous for UNCF
students and our institutions. If this bill comes before the
Subcommittee, we urge you to vote against it.

Thank you again for your continued support and
commitment to HBCUs. We offer you our support during the
reauthorization process.

chelle D. Stent

VP-Government Affairs

cc: Subcommittee on Education, Aris & Humanities
Hon. Willlam H. Gray, III
UNCF Member Presidents

ANVILGAAY. 91\PELL. 2}
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The Honorable Claiborne Pell
Unitesé States Senate
washington, DC 20510

Dear Senator Pell:

I am writing to express my serious concern about Ssnator Paul 8imon's
proposal to add direct lending to tha Senate bill to reauthorize the Higher
Educatior Act of 19635,

In general, I am very pleased with the draft of §. 1150, However, Senator
Simon's Proposal now réquires you to evaluate direct lending. I believe
thatlgn. direct lending issue should be coneidered as a pi'ot progxam, ie
at all,

on the surface, the direct lending proposal has a lot of popular appeal.
However, it lacks substance; many details have not been thought out. As
written. the proposal is complicated and confusing., Some of my concerns

~includs the following:

i. T%:tDIODOIOI infers this would be a no-cost Pprogram. It does not
address:

. The costs to the government of borrowing money to lend. The
Guaranteed Student Loan program is the only Title IV program that
depends primarily on private capital as its major mource of funding.

. The costs of government adminigtraticn of the program.

. The coste to institutions to administer the program.

. The costs to the fuderal budget in student loan defaults.

2. ‘At the beginning of the phase-in of the program, lenders would
immedidtely withdraw from the Stafford, PLUS and SLS progrems.
students would be denied access to a postsecondary education during
this period.

3. Using the IRS a8 a collection &gency would snsure that Americans who
do not file income tax returns will not repay their loans. It glves
citizens another excuse not to file.

Admittedly, there are problems with loan programs todey, but they are being
golved. Default rates have not risen appreciably, although the volume of
loar.s and loan defaults have. Default pPrevention efforts have started to
work -- but they need more time to re truly effactivs, The Senate draft
bi1l includes integrity provisi-ns that will go & lonhg Way toward improving
the progréns,

I strongly urge you to reject Senator Simon's proposel and to procead with
consideration of the draft bill as presented. Thank You.




17

!...

October 28, 1991

The Honorsble Seaator Pell
United States Senate
Washington, D.C. 20510

Dear Senator Pell:

Last week Senator Paul Simon proposed & direct lending program called IDBA Credit to the
Scnate Bducation, Arts und Humanities Subcommittee. [am writing to express my serious
concem against this proposal,

It appears Mr. Simon chose to work on his own agenda es opposed to working through the
Scnate Subcommitiee. Previously, the Senate's original mark-up was well intentioned and
sulted to the most ceatral neods of today's post-secondary students. This last minute
introduction of & dlrect loan program by Mr, Simon is not well thought out and threatens to
slow and/or break down the progress of a bill we are quits pleassd with,

Specifically, the proposal does not address the costs to the government for borrowing money
to lend, the costs of govemmeat administration of the program, the costs 10 institutions to
administer the program and the coats to the federal budget in student loan defaults. And, it
is widely anticlpeted that at the phase-in of the program, lenders would immediately
withdraw from the Stafford, PLUS, and SLS programs, thus denying students access to a
postsecondary education during that period.

1 support the test or trial direct lown concept. 1 do not support Senator Simon's proposal. I
urge you to reject Senakrr Simon's proposal and aroceed with consideration of the draft bill
a3 originally presented by your committee.

Preddent

323 ENiott Averwa, Seatie, Weshingion 96121 = (206) 448-6600 Admissions s (206} 4480900 Administration
A member of the Design Schoeats
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PYSORE

OFFICE OF THE PRESIDENT

october 7, 1991

The Honorable Claiborne Pell

U.S5. Senate

SR~335 Russell Senate Office Building
Washington, DC 20510-3901

Dear Senator Pell:

concerns

I am writing to

regarding the House
Subcommitteg

m
on proposal that would abolish the
an Program and it Yts Dlace establish a Diract
. direct federal lending program as proposed
fect a substantial number of Rhode Island
students and families and also add enormously to the administrative
responsibilities of increasingly smaller and overburdened colleges
and universities staffs.

My specific concerns are as follows:

First, the curreht structurc works quite well and takes full
advantage of incentives that exist in our public/private
partnership. Even the proponents of the direct loan program
preface their statements by acknowledging that the current program
works well in many places -- especially in New England.

Within the framework of the existing Program, guaranty agencies
assume the responsibility of maintaining a quality program and
through the years have developed sophisticated systems to support
the program. The current program also provides incentives for
lenders and guarantee agencies to control defaults and program
costs. The Rhode Island Higher Education Assistance Authority has
had demonstrated high quality program management. In 1990, its
trigger default rate was 2.06%. A direct loan program would remove
many well established controls and incentives. I believe that the
proposed program would most likely increase the administrative and
default costs of the loan program.

Second, the proposed structure would place the guaranteed loan
program at risk because there are no assurances or provisions for
orderly dismantling of the current program. While there is
language in the proposed bill to pay an administrative allowance to
guarantee agencies, it's unclear whether this fee is sufficient to
adequately meet the ongoing financial needs of these agencies. It
is reasonable to assume, given past experience, that the guaranty
agency's administrative costs allowance would continually be
threatened as annual budget targets are reviewed and appropriations
allocated to support the loan program. If the direct loan progran
were adopted, it is reasonable to expect that the banks and
thrifts, which provide® 412 billion in new loans last year, will
cease their lending activ.ty well before the proposed replacement
system could be phased in because the lenders would consider the
present program a "dead-end" investment.
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Third, proponents of the direct loan program assume that a direct
loan program Will vield substantial cost savings for the Federal
government. They facilely project government savings of $1.4
billion in the first year of the program. A study conduc*.d by
Kidder, Peabody and cCompany for the Secretary of Education
reported, however, that these savings are unlikely to occur.

Fourth, Not only will there be an increase in program costs, the
national debt will increase because of the requirement for direct
federal borrowing. In the first year, the debt will increase by
roughly $15 billion and by $150 billion over 10 years.

Fifth, it must be remembered that under the proposed direct loan
program, the U.S. Department of Education will be required to
operate the current and the new programs until all outstanding
guarantacd loans arc paid oft. The Sccrotary of Education has
already clearly stated that the Department of Education could not
effectively manage a direct loan program. The additional expense
incurred by the Department of Education, servicers, and higher
educational institutions to establish systems and controls to
manage a direct loan program would be enormous. Given present and
certain future institutional budget cuts, the availability of
sufficient resources to establish the new systems is a major issue
to carefully weigh in your deliberations.

Lastl the ovararching and most significant concern ig tha he
oroposed Drogram will create a system at wil ave inequitak
access for _gstudents and d e8¢ vy ranuoamerncs a A
UdentTe ability to secure a loan wouin he nororming by _an
stieucion's willingness Or aziliv 0o admninisvyay a dire 03
PYoatam, . It's unjikely that all eliqible higher educational
inst ign sould be able to develop, on a_ time ana _equa

errective bas1sI the abilicy to administer d UTTECT

Without an unambiguous commitment of ongoing program support for
a1l concerned parties, it is unreasonable to assume that access
ould be preserved either through a complex transition period or
fterwards., Without such a commitment, lenders will cease to
participate in the gquaranteed loan program and the very students
whom the programs were designed to help will be denied equitable
access to higher education.

Thank you for taking the time to consider my concerns. If you have
any questions or comments, please call me at 401-232-6008.

Eputhiasf

william E. Trueheart
President

Sincerely,

cc: Dr. Richard F. Rosser, NAICU
Elwood G. Farber, RIHEAA

ol
o
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STATEMENT OF
LAWRENCE A. HOUGH
PRESIDENT AND CHIEF EXECUTIVE OFFICER
STUDE!'T LOAN MARKETING ASSOCIATION

Sallie Mae welcomes the opportunity to submit this statement to the
Committee on Labor and Human Resources regarding proposals to convert
the Guaranteed Student Loan Program (GSLP) into a system of direct loans,
including the proposal included in S.1845, The Financial Aid for All Students
Act of 1991. As this committee is well aware, Sallie Mae is the largest
single holder of guaranteed student loans and has provided funding for $40
out of every $100 of Guaranteed Student Loans outstanding. We are not a
disinterested bystander in the current deliberations regarding direct lending.
As the largest holder, the largest servicer, and the largest investor in student
loan data processing systems, Sallie Mae's experienced perspective affords a
unique vantage point from which to comment on the ability of direct Joan
programs to serve tne nation’'s need for education credit.

Why Abandon A Quarter Century Of Success?

In 1965, Congress created a unique model of a public/private
partnership and charged it with the cruciai task of providing education credit
assistance to, initially, thousands of American families. Before abandoning
the existing Guaranteed Student Loan Program, we urge this committee to
carefully consider the extraordinary track record of success the program has
forged over the past 26 years. The structure included in the Higher
Education Act of 1965 has proved remarkably resilient, yet malleable enough
to adapt to the changing demands of the marketplace. The program which
now serves more than 3 million students and parents each year has evolved
over time and has absorbed, without any disruption, numerous modifications
designed to improve the flow of funds, minimize loan defaults, and
otherwise ensure the integrity of student loans. Over the years Congress
has painstakingly worked to perfect this system, including the establishment
of &f ‘ropriate incentives for lenders to make loans, the creation of Sallie
Mae .o ensure the continued availability of loan capital, and the refining of
the guarantee mechanism that lies at tha heart of the program. The end
result is a national public/private partnership that provides a virtual certainty
of loan access for students and parents and the uninterrupted fulfillment of
the government’s pledge to make funds available for qualified students to
pursue a postsecondary education.

The advocates of direct lending are asking all of us to ignore this
history and to embark on a great experiment, a course that could jeopardize
the access of students to the financial resources they need to continue their
education past high school. Direct lending would have us overlook the
substantial benefits that accrue from involving the private sector in
addressing public needs. Students and schools see these benefits every day
in their interactions with the GSLP -- benefits that manifest themselves in the
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form of one-day turnaround for GSLP applications, electronic transmission of
data from schools to guaranty agencies, counseling materials and loan
management software designed by lenders and guarantors for use by
schools, and customer service innovations developed by lenders and
guarantors to serve borrowers in the most efficient and effective manner.
The GSLP is a state-of-the-art program that can be expected to provide
continually improving service well into the future.

No matter how one designs a centralized, tederally administered
program, it cannot possibly compete with the incentives that drive private
sector entities to progress and excel. David Kearns, now Deputy Secretary
of Education, captured this point and, most probably unbeknownst to him at
the time, the essence of the GSLP system in a speech he gave at Cal-Tech
prior to assuming his current position. In Mr. Kearns’ words:

We know what works: incentives to perform, standards to
meet, rewards when those standards are met. That is the power
of capitalism. Alone among economic systems, capitalism's free
markets eliminate inappropriate, inefficient and anachronistic
practices. That, indeed, is the purpose of markets and the
purpose of competition. Not to serve the owners of capital, not
to serve the managers, but to serve the customers. {emphasis
added)

Before embarking on a direct loan experiment, we should ask ourselves why
we would choose to move in the opposite direction from the rest of the
world, which is rapidly moving away from centrally controlled allocation
systems to free markets in a feverish attempt to take advantage of the types
of private-sector resources, talents, and incentives of which Mr. Kearns
speaks.

Can The Department Of Education Assure The Flow Of Funds Under Direct
Loans?

A shift from guaranteed to direct lending will place a huge
administrative burden squarely in the fap of the U.S. Department of
Education, one that the Department does not want, Secretary Alexarder has
already made it clear that he does not believe the Department is up to the
task. Sallie Mae is inclined to take the Sec stary 8t his word in this regard
and urges this committee to carefully weigh the risks before it places
students’ and parents’ future hopes of securing student loans with untested
players, including the Department, which has rarely demonstrated efficiency,
administrative capabilities, or timeliness in implementing congressionally
mandated efforts.

The centralization of the respon.ibility for data management, funds

control and disbursement, and administrative oversight in the Department
assumes the existence of up-to-date levels of administrative capabilities and

20



538

the use of sophisticated automated systems. As last year's hearings by
Senator Sam Nunn revealed, the Department is far from up to date in its
administrative and oversight capabilities and in its management of data for
current programs. And, while Secretary Alexander has installed a promising
new management team, it will be years, by the Secretary’s own admission,
before the Department can gain full control over its current responsibilities.
While we are confident that the Department’s new managers will accomplish
the goals thoy have set for themselves, assigning it herculean new tasks at
this time will only sap existing resources and worsen existing problems.

A single example of the underlying challenge is worth noting. In 1986,
Congress assigned to the Department the task of developing a central data
system for the reporting of data on the GSLP. We are all still awaiting the
implementation, on even the most rudimentary level, of the National Student
Loan Data System; and this system is being largely developed by private
contractors, not by Department personnel. To expect the Department to
design, develop, and successfully implement in a timely manner a data
system capable of ensuring the reliable flow of funds under a direct loan
program is wishful thinking at best. As Michael A. Gerber, President of the
Connecticut Conference of Independent Colleges asked in a recent letter to
Senator Dodd regarding direct lending, "Is the Federal government able to
guarantee that it will administer the program so that loan capital will be
available on a timely basis -- yhen it is needed by students and institutions?"
Based on its past record, the answer to this question is not promising.

H X

The success of a direct loan system will be dependent on the abilities
of schools to assume the role that lenders play in the GSLP. There is no
doubt that schools wiil have to make a major investment in time, personnel,
systems, and other resources in order to successfully assume their
responsibilities under a direct loan program. While some select schools over
the course of several years may acquire and devote the resources to
adequately develop a loan system whose structure effectively meets all
government program regulations, there is mounting evidence that many
schools will be reluctant &nd unqualified partners in delivering direct loans to
their students. While it is conceivable that the largest universities might be
able to handle such demanding responsibilities, more than two-thirds of the
participating schools will be small and medium-sized colleges and trade
schools that lack the skills and experience to mansge such a system. In this
time of retrenchment and belt-tightening on public and independent college
campuses across the nation, it is unrealistic to force schools of all types to

make the major investment in the infrastructure neaded to administer a direct
loan program.

Sallie Mae understands what is involved in originating stuZent loans.

In 1990,. Sall a Mae provided origination operations support for 200 of our
lender clients. Our development of 8 loan origiration support program for
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lenders has grown rapidly over the past five years, yet today we support
only a very small percentage of the total annual guaranteed loan origination
volume. This, despite a significant effort to accelerate our capacity and
cope with the very significant processing challenges and costs of loan
origination. Moreover, our efforts to master the complexities of loan
origination received a head start, because we could build our loan origination
system from our existing loan servicing software.

The lessons from our experience are important to the direct loan
debate. Developing loan origination capability is heavily dependent on
access to well trained people and reliable systems. The three to six month
origination cycle is replete with very challenging, fast paced activities.
These include customer service provided by staff trained to explain the
technical provisions affecting eligibility and processing, application screening
and thorough review to ensure eligibility, and a continuous confirmation that
the disbursement and post disbursement process meets strict financial
auditing standards. We have found that there are over 100 discrete tasks
involved in originating a student loan, that loan originators must prepare for
severe seasonal variations in loan volume, that adequate customer service
can only be provided through the use of sophisticated technologies and
systems, and that extensive training and screening of staff is essential when
an entity is charged with managing someone eise’s funds and interacting
with students and their parents during the anxiety producing process of
applying for and awaiting critical educational loan assistance. And finally,
the origination process is very costly. Sallie Mae provides its origination
services generally in instances where a lender is utilizing the corporation’s
secondary market support. The costs of providing this support on a broader
basis would otherwise be prohibitive.

The extraordinary challenge this process represents is reflected in the
expressions of deep concern from those representing schools in recent
letters to Congress regarding direct loans. These concerns include:

Our financial aid office simply does not have the resources, staff,
or expertise to efficiently administer a student loan program.”
{Dolores Cross, President, Chicago State University)

The vast majority of colleges and universities in this country are
neither financially nor administratively equipped to take on all of
the responsibilities of administering a high volume consumer
tending program as agents of the federal government ....
Oklahoma colleges and universities are facing new rounds of
budget cutbacks. Placing additional responsibilities of this
magnitude will cause unbearable hardships on our colleges and

universities. (Hans Brisch, Chancellor, Oklahoma State Regents
for Higher Education)

Simply put, direct loans are a burden that our [UNCF] member
institutions cannot bear. The fiscal and administrative
implications of this undertaking are enormous and potentially
disastrous for our students and their institutions. (Michelle D.

Stent, Vice President for Government Affairs, United Negro
College Fund)
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The result of a switch to direct lending is certain to be the creation of
an uneven playing field for students and parents -- some will receive high
levels of service from sophisticated aid offices, others will find the dollars
they count on caught in an administrative web that breaks down at the
campus level. It is not that schools will not want to administer the program
in an efficient manner, but that many will nut choose or be able to devote
the resources necessary to make direct loans. These schools may not wish
to dip into academic budgets to fund direct loan operations, or reduce
student services in one area to finance loan administration, or raise tuition or
fees to cover the costs associated with direct lending.

While some suggest that schools which are poorly equipped to
administer the program will be able to utilize contractors to provide the
required service, the history of contractor provider support for Title IV
programs, including Pell Grants, Perkins Loans and GSL collector services, is
a history often marked by uneven, costly and limited service results. In
instance after instance, experience has shown that when a8 very large federal
contracting requirement develops suddenly, a number of contract providers
fail to deliver desired service levels and subject their customers to serious
and highly visible program failures.

Any significant breakdown in service by the government and its
contractors or the schools and its contractors will have critical and
immediate implications. Substantial delays in the recaipt of funds by
borrowers or inappropriate disqualification of students for eligibility are two
very likely failures, neither of which is likely to be overcome by the timely
intervention of a giant federal bureaucracy. A system which is over 95%
effective would nevertheless leave 150,000 students and families without
funds and effective recourse. It is not an exaggeration to predict such
possibilities and their consequences Nor is it irresponsible to predict that
the uneven performance by colleges and contractors will exacerbate the
financial difficulties of many struggling cash-short postsecondary
institutions.

i i ill in r ds

There has been a great deal of variation in estimates of the costs and
potential savings associated with a shift from guaranteed to direct iending.
There is no doubt that direct lending advocates are seeking to take
advantage of unintended accounting gimmickry that resulted from the 1990
Credit Reform legislation. But is there real money being saved, money that
could be used to increase other forms of student aid or reduce the costs of
borrowing for students? Direct loan advocates tout cost savings, but these
tend to disappear under scrutiny.

While we have not yet seen an official cost estimate for S.1845, it is
certain that such estimates will indicate that the long-term federal subsidies
associated with direct loans are less expensive than those associated now
with GSLP loans. However, it is just as important to examine the other
costs associated with direct lending and to understand their implications for
the federal budget and for other foderal domestic programs, including
student aid.

6.3
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Direct loans will take significant federal resources to administer and
schools can be expected to look to the federal government for
reimbursement of the increased costs they incur. These administrative cost
burdens are among those that are not included in the subsidy calculations
required under credit reform, rather they only appear in the appropriated
portion of the federal budget where they will count against the bottom line
for domestic discretionary expenditures. When funds are allocated for these
categories of costs they will compete with funding requirements of other
student aid programs and a long list of worthy domestic initiatives, such as
Chapter |, Head Start, and WIC. The new bureaucracy which would
administer a direct loan program will require sn annual budget estimated by
the Department of Education to be more than $500 miillion. To fund such
expenditures, Congress must choose either to cut back the funding to
administer properly direct lending, and thus jeopardize the flow of funds to
students and parents, or to appropriate monies for these administrative costs
at the expense of other domestic assistance programs. Despite the apparent
attractiveness of direct loans on a subsidy basis, the costs now borne by
lenders will ultimately have to be absorbed within a system which lacks the
competitive incentives lenders now receive from the marketplace. In spite of
the assurances from direct loan advocates, there is very little evidence that
direct loan administrators can match the existing service levels at a lower
cost.

This committee must also weigh the merits and potential
consequences of increasing federal borrowing in order to replace capital
gencrated by the private sector. Direct loan advocates are proposing that
the federal government raise over $10 billion per year in additional Treasury
borrowing, thus increasing the public debt and, potentially, adding to the
cost of borrowing. Again, these types of ramifications of the shift from
guaranteed to direct lending are not adequately captured in existing cost
estimates.

Co ion; Di ing Is Too Stud

It is our view that the risks of direct lending far outweigh any potential
benefits. The announce cost savings which have such allure are, in fact,
elusive. We doubt that service to students under a direct loan program will
improve, it is more likely to decline; the flow of funds under direct lending
will be unreliable and access to loans will be a problem. We question the
claims made by direct lending proponents that federal funds can be freed up
for use in other student aid programs. instead, we believe it more likely that
the federal expenditures associated with direct lending will further squeeze
the federal resources available for all domestic discretionary programs.

Students and parents are too reliant on the flow of student loan dollars
to justify gambling that an untested proposal will be a suitable replacement
for a program that has provided $115 billion to 21 million borrowers over the
past quarter century. We strongly urge this committee to abandon the
notion of a8 cumbersome federat direct loan program and to continue efforts
to improve the existing guaranteed student loan program.

(4
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us SA ‘Organizing and Advocating for Students Across the Country”

United States Student Association / 815 15th St.. NW Suite 838 / Washington D.C. 20005 / (202) 347-USSA
October 28, 1991 FAX# (202) 393-5886

Members,
Senate Labor and Human Resources Committee

Dear Senator,

We are writing on behalf of the 3.5 million postsecondary students represented by the
United States Student Association (USSA) regarding S. 1645, the *Financial Aid for All
Students Act of 1991," that was introduced by Senator Paul Simon and Senator David
Durenberger.  Because of fortuitous timing, USSA's Board of Directors - consisting of 67
students from all over the country - met in Washington, D.C. over the weekend (October
25-26, 1991) and discussed S. 1845. We brought this bill to the attention of our Board since
certain elements of S. 1845 were ones that had not been previously reviewed by our
organization. .

While the USSA Board of Directors appreciates the intent of Senators Simon and
Durenberger, USSA is concerned about many of the bill's provisions, including those
regarding Income-Dependent Education Assistance, and ask you to pot incorporate those
elements into the S. 1150, the "Higher Education Act Amendments of 1991." USSA,
however, wishes to emphasize our strong support for your Committee's consideration
of the direct lending of student loans by institutions. While we have many concerns
regarding how a direct lending system would be phased-in and executed, we are very
supportive of the concept because of the enormous savings and enhanced simplicity of
such a system. This letter will detail these concerns.

Basically, USSA recognizes that the Stafford Loan program has enabled countless
students to pursue a postsecondary education. However, our recommendations for the
Stafford Loan program and repayment options are accompanied by our strong belief that
a Pell Grant entitlement is a necessary prerequisite to making our loan programs work in
the interests of current and potential postsecondary students, as well as our Nation.

COMMENTS BY USSA REGARDING S. 1845

. : ent,
USSA strongly believes that Pell Grants should be an entitlement; in fact, it is the
number one priority of our organization during this reauthorization process. USSA is
also strongly supportive of extending grant eligibility to needy first-year graduate
students. Hence, we salute Senators Simon and Durenberger for their attempt to add

Q ‘ () :.')
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more certainty and funding to the Pell Grant program, and to extend Pell Grant eligibility
to first-year graduate students. S. 1845, however, does NOT mandate a true Pell Grant
entitlement; instead, a student eligible for the maximum Pell Grant would receive the
maximum grant funded through the appropriations process plus an additional $600 (and
soon). In addition, we believe that the appropriations ccmmittees - in a time of fiscal
constraints - would reduce what they would have funded for the Pell Grant maximum by
$600 in recognition that an additional $600 would automatically be added on to the

maximum under S. 1845. this pr n
i wo fail re that the needi udents
I dditi

In addition, while USSA supports the concept of the $1000 Excellence Scholarships, we
are concerned about the use of standardized test scores, class rankings, high school
coursework, and early intervention program participation to determine students’
eligibility. While we laud efforts to improve students' academic performance,
preparation, and participation in important early intervention programs, we believe that
financi should be the ultimate determination of student aid awards. Students
who score high on standardized tests, have high class rankings, take college preparatory
courses, and complete early intervention programs are more likely to receive merit-based
scholarships and to be motivated to overcome the financial barriers to a higher
education. Financial need should be the ultimate determination of student aid awards,
not these very difficult-to-meet criteria. Also, H.R. 1150 already includes authorization of
$1000 ACCESS scholarships that are similar to the intent of these Excellence Scholarships.

- Ed;
We wish to emphasize that our opposition to S. 1845 is primatily based on the IDEA
portion of the bill. USSA does support the idea of income-sensitive methods of loan
repayment, but feels that 5. 1845's construction of income-dependent loan assistance is
objectionable. Basically, USSA's Board of Directors objects to S. 1845 for the following

reasons:

(1) S.1845 would exacerbate the loan/grant imbalance, particularly among dependent
students. S. 1845 would replace the Stafford and Supplemental Loans for Students (SLS)
with IDEA credit. Currently, independent students (and in exceptional circumstances,
some dependent students) are eligible for SLS. For students not eligible for SLS, S. 1845
increases the maximum loan limits under IDEA by $3,975 to $4,000, but only increases the
maximum Pell Grant by a $600 entitlement. S. 1845 would thus increase these students’
dependence on loans.

However, independent (and other) students currently eligible for Stafford and SLS loans
would see a dramatic decline in the loan amounts they can borrow (between $500 and
$1,300) - which USSA finds objectionable in light on skyrocketing college costs.

A
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Current S. 1845  Difference
SLS IDEA Credit

Undergraduate

1st & 2nd Year Dependent Students®  $2,625 $6,500 $3.975
" Independent Students $2,625 $4,000 $6,500 -$500

Other Dependent Undergraduates®  $4,000 $8.000 $4,000
" Independent Undergraduates  $4,000  $4.000  $8,000 0

Graduate/Professional** $7.500 $4,000 $11,000 - $500

* The PLUS loan program for parents of dependent students would continue under S. 1845.

** Under S. 1845, medical and other high-cost doctoral degree students would be eligible for up to
$20,000 of IDEA credit. Students in extraordinarily high-cost graduate degree programs would be
eligible for up 10 $30,000.

(2) 5. 1845 would eliminate the in-school interest subsidy on student loans and therefore
would significantly increase students' loan burdens. The bill would also eliminate loan
origination fees and insurance premiums. USSA is not convinced that these two factors
"cancel each other out.” In fact, Senators Simon and Durenberger's own statistical
analysis indicate that many students would see an increase in their total student loan
indebtedness after graduation. This increase would be even larger if the Senators
compared the IDEA proposal to the current system (with the 8% Stafford Loan interest
rate) rather than with S. 1150 and its increased interest rate,

Elimination of the in-school interest subsidy would particularly hurt middle-income
students who have increasingly financed their education with loans as they have been
shut out the Pell Grant program. They direct)v benefit from the in-school interest
subsidy, and stand to lose a great deal from its removal.

We only have to look at the current SLS program to see the adverse affects of a loan
program lacking an in-school interest subsidy. Looking at an actual

ure Sta from a lender to a SLS borrcwer, a student from
Louisiana, shows that after she makes repayments on her SLS loan of $4,000 over the
next nine years, she will have had to repay $8,362. She will have to pay $8,362 for a $4,000
loan. It's crazy that poor people are expected to pay twice as much for their education!
Now, 5. 1845 attempts to address the problem under the current Income Contingent Loan
program of students forever paying off their loans because of negative amortization - that
is, students whose low-paying jobs result in their paying off the interest but never
touching the principal, and remaining indebted for life - by forgiving their IDEA loan
after 25 years of repayment. Well, 25 years is a long time to keep penalizing students, and
is hardly an incentive to take out an ever-growing loan.

(3) S. 1845 does not sufficiently address the underlying reason why students default on
their student loans. The bill assumes that all of these students won't pay back their loans

Q 8 ?
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rather than recognizing that most of them simply can't pay them back. While USSA
shares Senators Simon and Durenberger's concern about the increasing costs of Stafford
Loan defaults, we believe that better loan collections through the Internal Revenue
Service is not the answer. What is desperately needed is an increased commitment to
retention programs and grant programs, including a Pell Grant entitlement.

There are many reasons why students default, including ones for which it is unfair to
assign blame to the student. Half of Stafford Loan defaulters are dropouts from

po. . These people are not likely to have the job prospects or
enhanced earning power that accompany a postsecondary degree or certificate, and thus
face difficulty repaying their loans. Many student loan defaulters WANT to pay back
their Ioans; they just CANNOT. We ask: what does S. 1845 do to help disadvar’ ed
students stoy in school and thus be able to graduate and repay their student loans? Does
S. 1345 reaily increase the amount of grant assistance to needy college students? Does S.
1845 improve posisecondary student support services to ensure that disadvantaged
students persist in higher education?

We would also like to point out that even though total student volume has quadrupled
in the last decade, a consistent 90 percent of students DO repay their loans. USSA is NOT
suggesting that the 10 percent of loans that go into default are not significant or reason for
us to carefully consider ways to improve the perccntage of students who repay their
loans. Hence we are very supportive of S. 1150's efforts to decrease the number of
defaults and to redure fraud and abuse in the student loan system. We hear from teo
many students wo fall through the cracks and end up defaulting on their loans, or who
have been ripped off by fraudulent schools. 1 addition, however, we must strengthen
our investment in the retention programs - including the TRIO Programs for Students
from Disadvantaged Backgrounds - that enable students to stay in school. We must
make Pell Grants an entitlement ... which would decrease the amount of low-ircome
students forced to take on huge loans to pay for their postsecondary education and
increase their persistence rates. We must also ensure thet students have all the
knowledge necessary to make good decisions and to be responsible and informed student
loan borrowers - and S. 1150 would definitely help in this area. Without these changes,
better loan collection techniques through the IRS will not help improve the number of
students paying back their loans.

(@) S. 1845 is likely to complicate, not simplify, the student loan repayment process.
While USSA strongly supports the idea of income-sensitive loan repayments as a more
fair and manageable way for students to repay their loans, we have concerns about S.
1845's particular way to collecting income-dependent loan repayments.

* Where are students supposed to turn to for counseling and information on their
student loan repayment options and problems? The IRS? The current sysiem is far
from perfect, but at least ctudents can work with their lender on deferment and
forbearance options. Wiil the IRS provide counseling? What if a student is
drawing a salary and having increased employer withholding for their student loan
repayment, but has genuine hardships?

6
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* How can students predict what their monthly loan payments will be? After
graduation, a student's earnings are probably the most unpredictable aspect of
his/her life! Won't employers have increased administrative expenses as
participants in loan collections? Will they and the IRS get administrative cost
allowances?

* How about self-employed loan borrowers? When and how would they repay their
loans?

* Isn't IDEA a disincentive to working? If you never work and file taxes, you will
never have to repay your loans? How do we track genuine defaults?

Direct Lending
At USSA's 44th Annual National Student Congress held in August 1991, students from
all over the country voted to support the concept of the direct lending of student loans by
institutions. We support the developnient of this idea for the following reasons:

* Simplification of the loan application, deljvery, updating, and repaymeiit
i f loa ults. The current GSL structure of more

than 13,000 lenders, over 50 guarantee agencies, and many secondary markets
results in an overwhelming system of multiple application forms, fees,
paperwork and massive confusion for too many students. By contrast, the
Perkins Loan program is far easier for students to understand and use. USSA
believes that many defaults are the result of the complexity and confusion of
this system that leaves too many students with too little information and no
sense of who to go to for answers.

* Increased efficiency. Because of the complicated nature of the system, students
experience numerous delays in getting their loans, causing much hardship:
students are penalized for paying their tuition bills late or are dropped from
their classes, and have difficulty paying their child care costs or putting food on
the table. Under a direct loan program - like the Perkins Loan program - a
school could process and deliver a loan along with a student's regular financial
aid application. In addition to reducing paperwork, the school would have
direct control over the timing and distribution of loan funds. Hence, students
would receive their loans more promptly.

* The possible elimination of origination fees and insurance premiums.

* The possibility of substantial savings (a reduced need to pay the special
allowance rate) that could be channeled into increased grant aid. Estimates of
savings range from $600 million to $1.4 billion.

* Automatic loan consolidation.

6
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» Reduction in defaults/better counseling. If schools nriginate the loans along
with the regular financial aid application, students would get more and
immediate information on how and when to repay their loans, and deferment
and consolidation options. In addition, a Harvard study found that a direct loan
program would reduce or simplify 44% of its administrative functions associated
with the current Stafford Loan program. A decrease in the administrative
complexity for institutions would mean that schools could devote more of their
energies on reducing defaults through better counseling of student loan
borrowers.

However, as this committee looks into Senators Simon and Durenberger's direct
lending proposal in S. 1845, USSA asks that you carefully consider the following
questions:

* Will there be 1dequate capital so that the loan program will remain an
entitlement under which every student who is eligible for the program can get a
lnan?

* Will there be a phase-in_period so that there is opportunity to asseis and address
problems in the system?

* How do we prevent institutions from "red-lining" students they consider risky
borrow=rs? Since institutions are being held responsible for high default rate»
(i.e. high default schools are being cut off fiom participation in student loan
programs), will they deny loans to students whom they think are likely to drop
out and default? Will this end up derying first-gencration college students, and
students from low-income und cthnic minority backgrounds access to loans and
a postsecondary ecucation?

* If financial aid offices at direct lending institutions take on new overhead costs
and thus require additional funding, will there be new costs passed on to
students? Wouid direct lending really eliminate the ne- 1 for ongination fees
2nd insurance premiums? If there are savings from restructuring the loan
program, will they go to student aid programs? Or will all savings by lost to new
administrative costs for the Department of Education and institutions?

* Will nontraditional students - older students, part-time studeats, and evening
students - receive adequate services regarding loans if financial offices aze only
open during the day?

USSA looks forward to further discussing these issues as you consider direct lending
proposals, and stands ready to be of assistance. We think that the direct lendirg could be
a powerful way to ensure that student loans work in students' interests.
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Lastly, USSA urges you to consider following the lead of S. 1845 and work to eliminate
student Joan origination fees and insurance premiums. We are concerned that S. 1150
preserves the current origination fees :nd insurance premiums, and imposes new ones
on SLS loans. Students apply for financial aid because they do not have a lot of money.
How can we then expect them to pay application fees, origination fees and insurance
premiums? Right now, students are often charged an application fee when they apply for
financial aid. And since 1981, the Higher Education Act has authorized lenders to collect
from Stafford Loan borrowers an origination fee equal to 5% of the loan's principal to be
paid to the federal government in order to offset the costs of federal in-school subsidies
and special allowance payments to lenders. In addition, Stafford Loan borrowers may be
charged up to 3% of the loan principal as an insurance premium to defray guaranty
agency default costs. In other words, under the current system, a student who is
supposedly receiving a $2500 Stafford Loan is really receiving $2300, but must repay the
loan as if he/she had received the full $2500. There is currently no origination fee
attached to the Supplemental Loans for Students or the PLUS programs, but SLS
borrowers have to pay an insurance premium up to 3% of the loan principal.

In conclusion, USSA strongly supports tiie intent of S. 1845, especially in regards to the
Pell Grant entitlement, direct lending, and the elimination of origination fees and
insurance premiums. We would encourage the Committee to consider income-sensitive
methods of loan repayment in which students’ needs are the priority. In addition, we
hope you will consider our critique of S. 1150 which was sent to Senator Claiborne Pell on
October 22nd when the Committee marks-up S. 1150 on October 30th (a copy of our
critiques are enclosed).

Sincerely,
Tajel Shah Selena Dong
President Legislative Director
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Senator PELL. We now come to our first witness, David Kearns,
who has a wonderful background in business and education.
Mr. Kearns.

STATEMENT OF DAVID T. KEARNS, DEPUTY SECRETARY, U.S.
DEPARTMENT OF EDUCATION, WASHINGTON, DC

Mr. KEarns. Mr. Chairman, thank you very much.

I must admit I am a little challenged. The Senator called you a
“general” and the Senator himself a “private”. I'm not sure what
that:imakes me, but in any event, I am pleased to be here and re-
spond.

For the record, I will summarize from my testimony that was
submitted earlier for the record.

Senator PELL. Your testimony will appear in full in the record.

Mr. Kearns. Thank you, Senator.

We too are very interested in the same directions that Senator
Simon and you, Mr. Chairman, indicated of making education more
accessible and are pleased with much of what is in the Higher Edu-
cation Authorization Act directionally and are in agreement with
most of it.

My boss, Lamar Alexander, would have been here today, but I
am substituting for him; he is with the Governors in Kansas and
Missouri today, talking about State education issues and solutions.

There isn’t any question that the current system of student loans
must be fixed, and it has got to be brought under complete ¢ _ntrol.
I believe it needs to be brought under control before an entirely
new system is considered.

We know the problems with the current delivery system, and
these problems in my mind can be fixed. We have administrative
improvements that are underway in the loan programs, and the
Senate has incorporated many important program integrity meas-
ures that have been proposed by the administration, and this issue
of integrity is very important.

The administration supports many of the principles and goals in
S. 1845 such as the targeting of aid or: those who need it the most
and rewarding excellence.

Where we differ—and we do differ strongly, Mr. Chairman—how-
ever, is in the implementation of these principles. We do not sup-
port the creation of new entitlement programs, and we are con-
vinced that replacing the Guaranteed Student Loan programs with
a direct loan structure is far too risky and uncertain to pursue at
this time.

There are good reasons to doubt that the loan program proposed
would in fact save $2.7 billion annually. The primary reasons for
concern here are first that payments hy low-income borrowers
would not cover the government’s cost of borrowin% so that the
true cost of this program would depend on the mix of borrowers, a
factor that is ver{ difficult to predict.

Second, the bill is not clear on what fees would be provided to
schools in exchange for originating' loans.

Third, while using the IRS as a collection agent does have
appeal, it may prove very complicated and would not in any case,
in our opinion, eliminate defaults.

SR
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We have other more general objections to the direct loan propos-
als. One is whether schools could shoulder the new administrative
burdens involved, and second, the resultant increase in the Federal
debt and annual borrowing under the provisions of this bill could
under the increased programs be up to $20 billion a year, or $100
billion over the next 5 years. I believe that the perception of in-
creasing Federal dcbt substantially at this time is not the right
thing to do.

In summary, we know that there are problems with the current
Guaranteed Student Loan system. However, the solutions that
have been proposed to remedy these problems and the massive
chgn%e in the delivery of loans at this time we believe is not re-
quired.

Instead of potentially disruptive attempts to replace the GSL pro-
gram, the current system must be revamped to provide incentives
for efficient operations. Ster.., to accomplish this would include
giving the Secretary significantly greater authority to address
weak guarantee agencies; examining the level of compensation pro-
vided to lenders from special allowance payments, and encouraging
the States to play a much more active role in the institutional eli-
gibility process.

The administration has already indicated in a report to the
House of Representatives on their bill that President Bush’s senior
advisors will recommend that he veto any bill to reauthorize the
higher education authorization bill that includes either new enti-
tlements or a direct loan program.

I urge you to carefully consider these issues as you work through
the reauthorization process.

Thank you very much, Mr. Chairman, Senator Simon. I'd be
pleased to answer any questions that you might have.

[The prepared statement of Mr. Kearns follows:]
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Testimony By

David Keamns
Deputy Secretary for Education

Mr. Chairman and Members of the Committee:

| appreciate the opportunity to come before you today and offer the
Administration’s views on S. 1845, the Financial Aid for All Students Act of 1991. This
proposal raises Several issues that are critical to the reauthorization of the Higher
Education Act of 1965 (HEA), and | assure you that Secretary Alexander would be

here to testify today were it not for a longstanding out-of-town commitment.

Let me begin by saying that, as Senator Durenberger has pointed out, the
Administration supports many of the principles and goals underlying S. 1845. The
Administration stronialy supports the targeting of Federal education resources,
including student ﬁnanéial aid, on those who need them the most, and we see the
rewarding of excellence as one of the cornerstones of education reform. As you
know, our proposals for reauthorizing the HEA include a substantial increase in the
maximum Pell Grant, higher loan limits, use of income to determine graduated
repayment schedules, Presidential scholarships rewarding high academic

achievement, and the expansion of early intervention activities.

Wiiere we differ strongly with S. 1845, however, is in the implementation of
these principles and the means to be used to achieve these goals. W~ do not
support the creation of new entitlement programs, and we are convinced that
replacing the Guaranteed Student Loan programs with a dlirect loan structure -- an
idea evidently now seen as a panacea by some in Congress -- is a far too risky and

uncertain proposal to adopt at this time.
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The Administration has already indicated, in a bill report to the House of
Representatives on H.R. 3553, that President Bush's senior advisers will recommend
that he veto any bill to reauthorize the Higher Education Act that includes efther new

entittements or a direct loan program.

The Administration opposes the creation of the entitliements in S. 1845 -- the
Pell Grant, Excellence Scholarship, and Early Intervention programs - for the

following reasons:

o First, entitlements are the fastest growing area of Federal spending, and thus

the biggest cause of deficit growth.

® Second, entitliement programs deter both the Congress and the Administration
from responding to changing needs. We simply should not restrict the Fedr .

Government's fiexibility even further through new entitlement programs.

® Third, it is not correct to describe the new entitlement programs created by
S. 1845 as "shifted entittements," implying that they have no cost, when they
are to be funded by "savings" that are not supported by reasoned analysis. It
is questionable whether any of the changes are funded -- as required by the

Budget Enforcement Act of 1980 ~ under pay-as-you-go rules.

This last point takes us to the heart of S. 1845: the Income-Dependent
Education Assistance (IDEA) Credit program. S. 1845 is premised on the belief that
this direct loan proposal would save $2.7 billion annually, which would then be  *

available to fund the Pell Grant, Excellence Scholarship, and Early Intervention

D)
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Program entilements. There are good reasons to doubt the savings that have been
claimed for this and other direct loan proposals. We should not create large and
complex new programs based on as yet unknown and unlikely to be realized
savings. It is important to note that the Chairman of the House Committee on the

Budget objects to the House HEA reauthorization bill because of similar concerns.

As | have noted, the bill assumes that the IDEA program will save $2.7 billion
compared to the cost of the Guarar teed Student Loan programs. No details have
been provided to support this estimate. Several aspects of the IDEA program make

it very difficuit to predict its true cost:

First, because payments by low-income borrowers would not cover the
Government's cost of borrowing, the trus subsidy level of this program would depend
on sufficient participatib-. by middle-income and high-income borrowers. With any
income-contingent loan program there is a danger of adverse selection: students
planning low-income careers will choose the program in such a proportion as to
require a higher Government subsidy. In other words, the mix of borrowers will
determine the cost of this program: the more low-income borrowers, the higher the

cost of the program.

Other factors also may increase the costs of the IDEA program. For example,
the future incomes of college graduates may not be as high as the savings estimate
assumes. Also, the savings estimate could not include fees, because the bill does
not indicate what fees, if any, schools would be given to originate loans, or what
additiona! administrative requirements would govern the provision of loan capital to

the schools,

~3
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In addition, while using the IRS as a collection agent may seem an attractive
solution to current difficulties in collecting student loans, the reality of this bill would
be much more complicated. We question the claim that IRS callection as outlined in
© 1845 would virtually eliminate the problem of defaults. This claim seems
exaggerated for two reasons: (1) large numbers of Americans are not required to file
income tax returns; and (2) the complete loan forgiveness that is provided for any
outstanding balance remaining after 25 years is really a default that must be paid by

the Government,

it is also unclear whether the savings estimate for S. 1845 includes the very
significant administrative costs that would be incurred by the Internal Revenue Service
and the Department of Education. The idea of involving the IRS in collecting student
loans has appeal, but the success of such involvement would deperid upon how the
details are implemented. And careful analysis of these details would be required.
The Department of Education will be working with the Department of Treasury and
the Committes to explore this notion, because it may have merit without regard to the

direct loan context.

In addition to questions about the specific provisions of the IDEA proposal in
S. 1845, the Administration has other more general, but no less important, concerns

about any large-scale direct loan program.

® First, many schools would shoulder new administrative burdens, placing too
much responsibility for the control over Federal funds with schools that have

iitle or no experience in originating loans. At a time when the soundness of

student financial aiu management at many postsecondary institutions is being

~1
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questioned, it would not be prudent to expand our reliance on these
institutions. And, because responsibility for collections would shift to the IRS,

existing procedures and systems of all kinds would have to be changed.

® Second, borrowing by the Treasury to finance any direct loan program would
increase the national debt, for which the Government must pay interest. With
the significant expansion of loan eligibility and loan fimits included in the bifl,
annual borrowing could approach $20 billion. That's a $100 billion increase in
the Federal debt in the just the first five years of implementation. This impact
of a direct loan program would be immediate, while foan collections would not

be significant for many years,

[ Finally, we should not recreate the wheel and create a new delivery
mechanism. We already wtilize 10,000 banks that are the most effective loan
contractors in their respective communities. We should be identifying
incentives for efficiency that will drive these existing contractors to run the

existing |- ograms at lower cost to the Federal Government.

The problems of the GSL program are well known. The ways to fix it are also
clear. They are included in the Administration's bifl and many of them have been
adopted in the Subcommittee’s program integrity provisions. We can fix the GSL

program without incurring the risks, costs and problems of a direct loan program.

Thank you, and | will be happy to take any questions you may have.
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Senator PeLL. Thank you very much.

Is it your own thouggt that the department could administer a
Brogram similar to the one proposed by Senator Simon and Senator

urenberger?

Mr. Kearns. I think the department could administer it, or we
could probably find agencies or people to do that. But while the
banks out there today are having a lot of difficulty, we have loan
origination functions in each city across the Nation, and it seems
to us that the key thing we need to work on at this time is the
integ:ity of the system.

I believe that the biggest issue that is involved here is in fact de-
faults, and I am not convinced that going to direct loans solyes the
default issue.

As I did say in my testimony, we do find the IRS collection proc-
ess an appealing thing to look at. It could be very romplicated and
very costly, so 1 ‘hink it is important for us to work with you,
which we would be very pleased to do, to work with the IRS, with
the Senate committee, to see if there aren’t ways that we could
work through an IRS collection system.

But until we put teeth into the integrity of this system, wkich I
am most concerned about, that is, that we have teeth that the
schools, particularly the proprietary schools, are providing a good
education 8o that students who go through those schools can get
good jobs and then repay the loans, then I don’t think the default
problem will go away.

Senator PELL. I think, too, with the involvement of the Internal
Revenue Service, we'd have to work with the Finance Committee,
and the House would have to work with the Ways and Means Com-
mittee. How long do you think it would take to get a program of
this sort up and running?

Mr. Kearns. Well, I don’t know the answer to that, Mr. Chair-
man, but I think it would take substantial time to do, and we
would have to run two systems at the same time. As we put a new
system into place, we have all the old loan businesses to run out.

ou’d have to have a management team to run the old process and
have incentives in that system at the same time you bt ild up the
new system. It would take a substantial amount of time in my
opinion to put a new system into place, and I believe it is impera-
tive that we fix the system that we have currently and build integ-
ritgeinbo the system.

nator PELL. What would be the cost?

Senator DURENBERGER. I wonder, Mr. Chairman, if Mr. Kearns
couldn’t pull the mike a little closer.

Mr. KEARNs. I'm sorry, Senator Durenberger.

Senator DURENBERGER. Thank you.

Mr. Kearns. We don’t know what the cost of a completely new
system would be, but it would be very substantial, and I think de-
ciding who would run the new system, what is the most efficient
way to do that, and are there elements of the current system that
we have that could be changed that would assist you in doing that
would determine the costs. But they would be substantial. I can’t
speak for the IRS, but we have had meetings with the IRS, and de-
pending on what the collection method would be, it would have a
significant impact on the costs; but they would be large.

7
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Senator PeLL. Thank you very much.

Senator Simon.

Senator SiMoN. I think Senator Durenberger is next.

Senator PELL. We welcome Senator Durenberger.

Senator DURENBERGER. Thank you, Mr. Chairman.

Let me just say this. I am not an expert on higher education, Mr.
Chairman, and I have all my life respected the contribution that
you have made in this area. Without you, an awful lot of Ameri-
cans would not have benefited from higher education; and 1 would
say without you, there are an awful lot of higher education institu-
tions that might not be in existence.

I am a Johnny-come-lately to the financing side of higher educa-
tion. I come out of the health field, where I think the problems are
very similar. I would say that the weakness in the proposal that I
am collaborating on with my colleague from Illinois is that we may
make higher education too available to too many Americans. That
is probably its one weak link. On the health care side, I am part of
the incremental reformists who believe that unless you fix the
costs in the system of health care, Kou will never guarantee univer-
sal access to everybody. I think the same thing is true in higher
education—unless we do something about the costs of higher educa-
tion. Until we are able to determine what quality is in higher edu-
cation, we are not going to be able to guarantee universal access.

However, having said that, the people of this country are suffer-
ing from the growing disparitgobetween the haves and the have-
nots in education, and that is both the haves and the have-nots on
the college side and on the student side.

I didn't invent the proposal we are reviewing todag any more
than my colleague from Illinois did; there are people who have pre-
ceded us. I think Congressman Tom Petri (R) from Wisconsin prob-
ably deserves more credit than anybody else, although there are
people in this audience, some of whom will be testifying today, who
will indicate that this is not a new idea. It just happened to have
landed here about 4 days prior to a markup, at least by way of in-
troduction, but it is not a new idea.

Mr. Secretary, let me just say I think if the issue in America
today is access for middle and low-income Americans to public
services that you are missing the boat if you don’t do a better job
than you have done so far in analyzing the merits of this kind of a
program.

I hope it is not the simplicity of the program, I hope it is not the
history of the so-called direct loan program—which this is not—al-
though there are similarities. This is not the old income-based loan
program nor is it the direct loan program you saw on the House
side. And I can only plead with you as we go through the process of
re-examining the Nation’s commitment to its citizens of access to
higher education on some kind of an equitable universal basis, that
the administration will take a careful look at its current objections.

There are entitlement aspects, but I think we have been ver
careful to try to avoid some of the entitlement aspects that the ad-
ministration has objected to. I am not sure where the notion of
riskiness comes into all of this. I know there is a question as to
whether or not it saves $2.7 billion, but there is no question about
the fact that it would end up saving money.

. ot



73

And I think going through the list of the objections which have
been made by the administration, there are some with merit, and
there are some that deserve further hearing, and I can only say
that I hope this is the first in a series of hearings that we will have
on this subject. I think this is neither a Republican nor a Demo-
cratic proposal. You've got two people whose approaches to this
subject are radically different. I am sure my colleague from Illi-
nois, given the opportunity to plan some national health insurance
program or some universal access program, would deliver it tomor-
row, as many of his colleagues would. I am more of an incrementa-
list as we approach this, more of a ‘“let’s fix the system first”
person.

But I think we have come together here because others have
found the middle ground before we ever came to it. We are just
sort of lifting up their ideas and asking this committee, the Senate,
aad certainly asking the administration to look at it more careful-

ly.
[The prepared statement of Senator Durenberger follows:]

PREPARED STATEMENT OF SENATOR DURENBERGER

Mr. Chairman, I want to commend you for holding this hearing
on such short notice in order to review recent proposals to reform
the guaranteed student loan program. I also want to commend you
for your previous work in this area. In fact, it was your leadership
that was one of the first to bring attention to the idea of income-
based loan repayment back in 1978 during the Carter Administra-
tion.

As I am sure you know by your experience in this area, it is very
complicated and I think it is vitally important that we not just
rush forward to get a reauthorization bill out for the sake of get-
tinF it done and that we take the time here in this committee to
fully analyze all the possible options about what is the best way to
fund higher education in this country.

Much of our discussion here today will be about the financial
squeeze on lower and middle income Americans caused by the
rising cost of education and the failure of our current financing
system to keep up with those rising costs. That squeeze is real, Mr.
Chairman, many middleclass families are being squeezed out of
being able to afford higher education of any kind.

The other part of our discussion, Mr. Chairman, is the growing
disparity between the workforce demand and workforce capacity. 1
would contend, Mr. Chairman, that this bill is the biggest long-
term unemployment bill we will consider this Congress.

We are at a crossroad in higher education in this country. As
members of this committee, we must ask ourselves, is the current
siy;stem meeting existing needs and will it be able to carry us into
the 21st Century?

If this were health care, I would say lets take this in incremental
steps. But in the world of education, we cannot wait five years. The
current system is not working, we need fundamental reform.

Mr. (airman, let me walk through a few examples starting
with a few letters from constituents in Minnesota. These letters
show <he reality of the current system, that it is broke.
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I ask unanimous consent, Mr. Chairman, that these letters and
others be printed in the record in full. (Letters referred to follow at
the end of this statemen’..;

Two analogies will hztp make this point. The first deals with how
we pay for our homes.

In my faihers generation, Mr. Chairman, a young couple would
save enough money to make a sizable down payment on their first
home—a big enough payment so that the balance borrowed could
be paid off in a relatively short period of time. But with rising av-
erage cost of housing—after World War II—we found we couldn’t
afford to do that anymore. So we invented the $500 down, 30 years-
:;io-pa lhome mortgage, and we made interest on that mortgage de-

uctible.

In short, the way we paid for housing didn’t work anymore, so
we invented a new way of buying homes—the $500 down, 30 year,
tax deductible home mortgage.

We responded with similar creativity to the financial dilemma in
the rising cost of health care. When I was growing up in rural
Stearns County, MN, my parents paid cash for health care. When
they couldn’t afford to pay cash, a lot of our neighbors paid our
family doctor with pickles and produce.

At some poirt, however, the rising cost of health care couldn’t be
sustained by cash, or pickles. So we invented health insurance. And
again, government stepped in by making health insurance benefits
tax free to both workers and their employers.

Mr. Chairman, neither you or I will stand here today and defend
that system. But the reality is that faced with the rising cost of
health care and housing, we found a way to provide increased
access.

What Senator Simon and I are proposing is to higher education
what home mortgage and health insurance were to the financing of
housing and health care—a fundamental way of reducing burdens
of rising costs and of insuring each of us against uncertainties of
incomes that rise and fall throughout a lifetime.

Mr. Chairman, my interest in the Simon-Durenberger approach
to financing higher education stems from very real fears about the
future. Fears I had when I had to finance my own sons educations
and fears I hear everyday from middle-income parents concerned
about how they are going to s:ud their kids to college.

Let me give you an example drawn from a 41-year-old Minneso-
tan who grew up in a middle-income family and who would be con-
sidered middle-income today. Twenty years ago, this individual at-
tended the second most expensive college in Minnesota. By drawing
on a small savings account, part-time jobs and small scholarshir in
the first two years and his parents income, this individual’s college
education was paid ‘or without horrowing.

The total cost of that 4-year private college just one generation
ago was about $12,000. Today, that same individual has three chil-
dren, ages 12, 9 and 3. And, anyone who can do simple math can
figure out something has to change if those three kids are going t.
get a college education.

Projecting costs into the future, the total cost uf educating those
three children will range between $200,000 and $400,000-—depend-
ing on thc type of school. That is an average of $67,000 for public
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education and $113,000 for private college—a 10-fold increase in
just one generation.

A prudent parent would start saving for that expense right now.
Using reasonable assumptions, our 40-year-old couple would have
to start saving $14,000 a year to cover costs at public schools and
$30,000 a year to cover tuition at private schools.

To quote Dick Darman on health care, Mr. Chairman, these
numbers are ‘‘not sustainable.”

Fundamental change is needed. We simply cannot afford to con-
tinue with a system that spends almost a third of its total spending
on default costs—wasted money.

Many people have thought about ways in which to change the
existing system to better meet the needs of students. The idea of
income-based loans as a fairer, more equitable means of providing
financial aid has bee: around for over a decade. Mr. Chairman,
vou were one of the .rst in a lien of distinguished individuals to
consider such & concept. Since then many have studied the idea, in-
cluding Robert Reischauer, Dennis Doyle and Barry Bluestone. The
problem associated with all of these ;l))mposals has always been that
there was never a politically acceptable means of providing the up-
front funding needed to start such a program, and second that
many of these programs had serious adverse selection problems
that would make the program unattractive to many individuals we
are trying to reach.

The problem of financing no longer exists due to the changes
made under the Budget Enforcement Act to measure loans based
on their net present value rather than on & cash accounting basis.
And the adverse selection problem is addressed under a new formu-
la first derived by Rep. Tom Petri that varies the repaymeni
period, tax rate and effective intercst rate. )

The proposal Senator Simon and I have introduced uses tie Petri
concept to restructure the financial aid system to better target
funds to students—not third party plu ers—and bases repayment
on future income. We use the savings from this proposal, which is
estirated to be between $2.0-$2.7 billion, to feed back into the Pell
Grant system and to a new excellence scholarship program and
early intervention program.

It is important to remind people that this is not the direct loan
program currently being considered in the House of Representa-
tives. It does not have the same administrative problems of that
program for many small schools and for the Department of Educa-
tion. Yet at the same time, it does have some of the advantages,
the greatest of which are increased efficiency and access.

Under our proposal, the young schclar who was unable to rjualify
for financial aid to help her attend the College of Pharmacy at the
University of Minnesota would be eligible for a new $1,000 excel-
lence scholurship. The thousands of Minnesotans and others
around the country who were struggling to make payments on
their loans because of temporary periods of hardskip or unemploy-
ment would either have no payment tor periods when their incorue
‘vas below the tax filing threshold, or have very low J)aymeni._
oased on their ability to pay. In addition, repayment based on with-
holding income through the tax system, wouid Le simpler for every-
one to understand and comply with.
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Mr. Chairman, there are obviously many questions that need to
be answered anytime we consider a change as large as the one pro-
posed by the Senator from Illinois and I, but I think you will find
that this is a solid program that is fairer for all students and their
families. So I commend you for holding this hearing and I look for-
ward to hearing from the witnesses.

[Letters referred to follow:]




E

Q

i

June 26, 1991

The Nonorable David Durenberger
v.S. Sesnate
Wsshington, D.C. 20310

Dear Senstor Durenburger:

1 sm writing to you beceuse wy davghter seriously needs yout hsip.
Things seem Lo be backwards 1a this coumtry, vhea a student wvith grtades
1ike hars ecan't find finanolal help to continue her education. S$he

has complatasd two yeere at Mankato Stats Usivereity with saall scholer~
ehip help but sov all avenues of help have turned her down due to my
husband‘s and wy finances, which ere 3y PO mesns substantiel. What doee
our $40,000¢ totel annual incows have to do with her being eble to even
got 8 Stafford loan (vhich needs to be peid back WITM interest!

1 feel we're desling vith REVINSE diecriminstion; as any foreigner,
minority or the poor cee got all the eid they nesd vithout regerd to
their gradea. Where ers the wonies for etudemte who sre NOT “need-
based?™ Our govsrnment recogaises that etudeuts erg mot entering
Math & Science clasass «sd that we're falling behind is thoss ereas,
Why N0 incentives for e good student who has hasn accaptad to the
Collegs of Pharmacy at the Univarvity of Miooesote?

1 would appreciste sny feformation ae to availedle low-interest funde
for “ecsdemic” loans or scholarehipe that you say know of. I have
one- very discoursged young ANERICAN womsn of 19 on my hands!

S{ucerely,
White Bear Leke, HN. 33110

Minnsapolis, WN S3407
June A, 1990

dear &'u:tt. Mn’m,

[ .am writing to ask for your assistance in obtainine financial
1id for ay college educssion. I was recently notitied that 1 am
inelimible for fedearal assistence snd doubtful for Gtate,
‘Minnesota) aid. The reason for the denial 18 that wmy incoss is
o0 high, Hy inCome tor 19689 was approximately 510,380, ’

at me explain =y situation, 1 am 22 years old, livina
indepandently, working full tise and, most importantly, 1 have
demophilia. For all practical purposes 1| could be on eublic
assistance insteed of working, but 1 choose to sush ey limits and
aupport syself. My medical bills are currently coverad by an HW]
tor which 1 privately pay hish presiums. 1 wish to pursue a
s0l1@ge sducation, but cennot 9o 80 withouts asaistence.

It dossn't make sense to me that I am pecalized for workins as
ward as I do. 1 apparently would be better off worhine rart Sime
and seehking public assistance with ay madical expenses: I would
rather obtain en education so that 1 can be selt-sufficient,
Jecause of ny physical condition it is impossible for ae to be &
tull time student and work full tisw. .

any help or advice that you can 9ive m¢ will be areatly
epprecieted. 1 look forward to hearind from you. Thank you very
wmich for your attention,

Sinceraly,

RIC

Aol
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,1 A 26, 1980

6th st.
8., M 55402

Wmam Durenbergars

Senator David Durenbergex

fn disappointed in scme aspects of the Guaranteed Student Loon Program end
#d 1ike the answars to the following quastions:

for the loans?

¥hat are the qualifications

recaived two student loans for her masters dogree
to my co-warkey, her daughter has
helped har buy. Plus the
I dm't

Aocording
ocurtainly is not an independent.

2mndohupmlnu
I Why is this happening?

a0
20

Maybe it would be

for hexr education.
tion no that sha could qualify

get a loan
ded the

1

&6
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Senator PeLL. Thank you very much.

Senator Simon.

Senator SiMON. Just a comment o two here. First. on new enti-
tlement programs, we are simply including programs that Senator
Pell has included in his bill with the exception of this direct loan.
But these are unlike other entitlement programs. In Medicare, for
example, there is an automatic indexing escalator. That has been
the problem with the entitiement programs. We take the Pell pro-
gram, and we add $600 as an entitlement above the $2,400 figure.
But that is just a flat figure; there is no indexing on that. It means
470,000 additional middle-income families would be eligible for the
Pell Grants.

In terms of possible losses, by paying Treasury bill rates plus 2
percent, number one, the probability is that we will not lose any-
thing even just on the direct loans. But the second thing you do, as
John Silber pointed out when he first proposed this a long time
ago, is you increase the earning power of tens of thousands of
Americans, probably hundreds of thousands of Americans, and as
they increase earning power they pay into the Federal Treasury, so
the Federal Treasury makes more money.

Now, in terms of it being complicated, it is a little complicated,
and we don’t have everything worked out. That is why I think it is
important, Mr. Chairman, that if we do not have the higher educa-
tion bill up on the floor yet this fall—and in my opinion we should
not have it up this fall so we can have some time to look at this—
and even if we were to pass the amendment that Senator Duren-
berger and I have here today, if it doesn’t take effect until 1994-95,
I have enough confidence in David Jiearns that you can sure work
out whatever little bugs there are between now and 1994.

I think the fundamental question comes back: Are we just guing
to tinker, or are we really going to expand opportunity for Ameri-
cans? And I think we have to invest in the future of this country.

I would also suggest to you and to the Secretary and others to
hold off a little bit on this language about vetoing any bill. I can’t
remember if you were aboard when I first introduced my literacy
bill, and we got letters from the White House against the bill,
saying it was going to be vetoed. I was pleased to be there when
the President signed the bill, and I think he felt good about it—I
know Barbara Bush felt good about it. I hope we can sit down and
ask if we can work this thing out. We haven’t written anything in
stone. We are willing to give and take on this issue. And we can’t
satisfy everyone. We've got a lot of bankers here today, and we'’re
not going to please all the bankers with this; there is no question
about it. And as much as I'd like to help bankers in this country, if
I have a choice of giving $1 billion to the bankers or $1 billion to
the students in the Higher Education Act, I think we ought to be
giving it to the students.

Ar* way, this is our chance to lobby you, Mr. Secretary.

M.. XEARNS. Yes, sir.

Senator SiMoN. I appreciate your being here, and if you can, hold
back a little on the tough language, and let’s see if we can work
something out.

Thank you, Mr. Chairman.

Q
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Senator PELL. Thank you very much. I would add that we have
two panels ahead of us, seven witnesses, so we should move along.

Mr. Wellstone. :

Senator WELLSTONE. Let’s move along.

Senator PeLL. OK. Thank you.

Senator SIMON. That was the briefest speech I have ever heard
from Senator Wellstone. [Laughter.]

Senator WELLSTONE. You are pressing your luck now. [Laughter.]

Senator PELL. We thank you, then, Mr, Secretary, for coming up,
and we'll be in touch with you frequently, I am sure, in the next
few days and weeks.

Mr. Kearns. I am sure we will.

Thank you, sir.

Senator PELL. We now come to the second panel, which includes
Mr. Robert Reischauer, director of the Congressional Budget Office,
and Mr. Franklin Frazier, director, Education and Employment
Issues, at the General Accounting Office, Washington.

Mr. Reischauer, please proceed.

STATEMENTS OF ROBERT D. REISCHAUER, DIRECTOR, CONGRES-
SIONAL BUDGET OFFICE, WASHINGTON, DC, AND FRANKLIN
FRAZIER, DIRECTOR, EDUCATION AND EMPLOYMENT ISSUES,
GENERAL ACCOUNTING OFFICE, WASHINGTON, DC; ACCOMPA-
NIED BY WAYNE UPSHAR, PROJECT MANAGER, DIRECT STU-
DENT LOAN PROGRAM, AND JAY EGLUN, ASSISTANT DIRECTOR
FOR HIGHER EDUCATION, GAO

Mr. REISCHAUER. Mr. Chairman and members of the committee, I
appreciate the opportunity to participate in these hearings.

With your permission, I am going to submit my prepared state-
ment for the record and will confine my remarks to a brief descri
tion of how the new credit reform system works and what its impli-
cations are both for the current GSL program and for new direct
loan variants, such as the IDEA program that we are discussing
here today.

The credit reform procedures, which were adogted as part of last

ear's Reconciliation Act, changed the focus of budgetary account-
ing for loan programs from the annual cash flows associated with a
direct or guaranteed loan to the government’s expected long-term
costs of providing credit assistance.

Under credit reform, the budﬁt reflects only the estimated sub-
sidy costs which are defined to be the estimated long-term costs to
the government of a direct loan or a loan guarantee calculated on
a net present value basis.

These costs are included in the budget at the time that the subsi-
dy is incurred, not many years later as was often the case under
cash accounting, particularly for loan guara: «ee programs such as
the GSL program.

Under the principles of credit reform, the budget authority re-
quired for the GSL programs, starting with the current fiscal year,
will be an estimate of the program’s subsidy rate times the volume
of the new commitments. In the case of the Stafford loan program,
the subsidy rate calculation represents the net present value of the
government's in-school and deferment period interest payments,
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the administrative cost allowance paid to guarantee agencies, the
special allowance payments made to banks, the guarantee pay-
ments made for defaulted loans, the collections from defaulted
loans, and the receipts from the origination fees that are charged
to the borrowers.

CBO estimates that for every dollar guaranteed through the Staf-
ford loan program, the Federal Government will incur a subsidy
cost of 28 cents. The total subsidy cost for the $8.7 billion that we
expect to be loaned in fiscal f'ear 1992, then, is about $2.5 billion.
For all three of the student loan programs combined, the subsidy
rate is about 25 percent, and the total expected costs for 1992
under the credit reform accounting system are expected to be
about $2.8 billion.

It is considerably more difficult to estimate the cost of a direct
loan program such as the IDEA program under the credit account-
ing system. The total subsidy cost of the IDEA program will equal
the amount the government pays out in IDEA loans in any year
less the net present value of repayments of interest and principal
made over the subsequent 25 or so years. The repayments, which
would be collected by the IRS, would be highly uncertain because
they would depend on a borrower’s income each year, the size of
their family, the tax filing status they choose, and the amount that
they borrowed. The subsidy cost for an IDEA loan will obviously
vary enormously from borrower to borrower. Borrowers whose
postschool incomes never exceed the tax threshold will receive 100
percent subsidy. Borrowers whose postschool incomes are high
could entail a negative subsidy. In other words, the present value
of the loan repayments will exceed the amount that the govern-
ment has loaned. )

Because we have little information on which students might
borrow through the IDEA program, the size of the loans that they
will take out and their future incomes, CBO cannot provide a reli-
able estimate of the subsidy rate or the overall budget costs or sav-
ings that might be associated with this new program. Nevertheless
it is possible to conclude that the subsidy rates per dollar loaned
under the IDEA program would almost surely be below those of the
current GSL programs.

The major reasons for this are that the IDEA program would dis-
continue the govgrnment’s in-school and deferment period interest
gayments and t.ue special allowance payments made under the

tafford program would no longer exist.

Subsidy rates under IDEA could prove to be still lower if the tax
system turned out to be a more consistent and effective mechanism
for collecting loan repayments than the current mechanism that
we use. But collectinﬁsloan repayments will increase the adminis-
trative costs of the IRS, and some fear that it also could lead to
increased tax evasion.

Under credit reform, the changes in administrative costs and in
tax compliance are not counted in estimating the subsidy costs. But
these factors would still have to be considered by you as you evalu-
ated whether this program was a desirable change. )

Even though the subsidy per dollar will almost certainly be
lower for IDEA loans than for Guaranteed Student Loans, total
suosidy costs could prove to be higher if borrowing increased sub-
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stantially under the new program. Increased loan volumes seem
likely under idea for three different reasons: first, because the
income eligibility restrictions will be dropped; second, because loan
limits will be increased significantly; and third, because some po-
tential borrowers may find the income-dependent repayment
system more attractive than the fixed repayments that are re-
quired under the current GSL programs.

Of course, similar liberalizations could take place in the Stafford
loan program without converting it to a direct loan, or the IDEA
program could be instituted without the liberalizations or without
the shift to income-contingent repayments.

Let me conclude by reiterating that credit reform has placed
guaranteed loan programs and direct loan programs on a level
playing field. For the first time, budgetary accounting does not
impede making rational comparisons between guaranteed and
direct loan programs. Nevertheless the lack of reliable data makes
the costs of the IDEA program very uncertain. This uncertainty, I
want to point out to you, does not arise from the IDEA program’s
shift from guaran loans to direct loans; rather, it results from
the two other changes that are associated with this new program,
namely, the liberalization of eligibility and loan limits and the
shift to income-contingent repayment mechanisms.

Because of these changes, we cannot reliably estimate whether
the total subsidy costs would rise or fall if IDEA were put into
place. Even if the total subsidy costs were to fall, the government
would face large additional borrowing requirements to take over
the loans that are now made by private institutions at a time when
the Federal Government is already absorbing an unhealthy portion
of the Nation’s limited supply of saving. Program changes that in-
volve substantial increases in the level and uncertainty of govern-
ment borrowing should be scrutinized very carefully, and this point
was driven home this afternoon, I think, when the Treasury issued
its final statement for the deficit for 1991 which showed that last
i;(aar we had a deficit of $268 billion, the largest deficit in American

1story.

On that happy note, I will conclude.

[The prepared statement of Mr. Reischauer follows:]

PREPARED STATEMENT OF MR. REISCHAUER

Mr. Chairman, I am pleased to have this opportunity to discuss the newbud%etary
treatment of federal credit programs and their implications for S. 1845, the Finan-
cial Aid for All Students .\ct. In particular, I will discuss the budgetary treatment
of the Income-Dependent Education Assistance (IDEA) program, a irect federal stu-
dent loan program contained in S. 1845, and compare its budgetary treatment with
that of the current guaranteed student loan (GSL) programs.

How Crepit REFOorM WORKS

Credit reform, which was enacted as part of the Omnibus Budget Reconciliation
Act of 1990, significantly improves the budgetary accounting, control, and manage-
ment of federal credit programs. It changes the focus of budgetary accounting from
the annual cash flows associated with a direct or guaranteed loan to the govern-
ment's expected long-term costs of providing credit assistance. It also treats direct
loans, guaranteed loans, and noncredit programs on a consistent basis. Before credit
reform, when these progiams were estimated on a cash basis, the budget tended to
exaggerate the costs of direct loan programs and to understate the costs of guaran-
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tee programs in their early years—the years that attract the keenest attention of
policymakers.

The object of credit reform is to identify the subsidy costs inherent in a direct
loan or loan guarantee and separate them from the nonsubsidized cash flows. The
law defines subsidy as ‘“‘the estimated long-term cost to the government of a direct
loan or loan guarantee calculated on a net present value basis.” Simply stated, the
subsidy is the current value of the amount that the government expects to lose on a
credit transaction. Under credit reform, the budget reflects onlﬁ the estimated subsi-
dy costs; these costs are included in the budget at the time that the subsidy is in-
curred, not many years later as was often the case under cash accounting.

THE TREATMENT OF GUARANTEED STUDENT LOANS

Beginning with fiscal year 1992, the principles of credit reform are used to devel-
Oé) the budset estimates for the Stafford loans, Supplemental Loans for Students
(SLS), and Parent Loans for Undergraduate Students (PLUS). For each program, an
estimate is made of the subsidy rate per dollar of borrowing. In the case of the Staf-
ford loan program, the largest of the GSL programs, the subsidy rate calculation
reflects receipts from fees charged to the borrower, interest payments made by the
government when the student is in school, a one-time administrative cost allowance
paid to guarantee agencies, special allowance payments made by the government to
banks throughout the life of the loan, and guarantee payments made for loans that
go into default.

The Congressional Budget Office (CBO) estimates that for every dollar guaranteed
through the Stafford loan program, the federal government will incur a subsidy cost
of 28 cents. At that rate, the total subsidy cost of the expected $8.7 billion in loans
will be $2.5 billion in 1992 (see Table 1). For the three student loan programs com-
bined, the average subsidy rate is 25 percent. With a loan volume of over $11 bil-
lion, subsidy costs are estimated to total $2.8 billion,

TABLE 1. CBO BASELINE ESTIMATES OF LOAN VOLUMES, SUBSIDY RATES, AND TOTAL SUBSIDIES IN

FISCAL YEAR 1992
1992 Expected Loan Subsidy Rates 1992 Subsidy
Program Volum.asd l(a?s")m of (beteent) co:‘ts bdl:;ns
Stafford.........o.ooooo e 87 28 25
Supplemental Loans for Students........ 15 16 0.2
Parent Loans for Undergraduate Stu- 11 8 0l
dents. o o
Total o e 113 25 28

THE TREATMENT OF DIRECT STUDENT LOANS

The Income—l):J)endent Education Assistance program authorized in S. 1845 would
provide direct federal loans to students; loan repayments would be tied to students’
incomes after leaving school. The IDEA loan progrem would replace the current
Stafford and SLS gusaranteed loan programs. The PLUS program would remain, al-
though its role might shrink.

The Internal Revenue Service (IRS) would collect repayments on IDEA loans as
part of the borrowers’ income taxes. The annual repayment for any given year
would depend on the amount borrowed and on the borrower’s income, or on that of
the borrower and the borrower's spouse if the borrower filed a joint tax return. In
years in which a borrower’s income fell below specified amounts, he or she would
not owe any IDEA repayments. A borrower’s annual repayments would be capped
at 20 percent of modified adjusted gross income, less the standard deduction and
personal exem%téons. Any unpaid balances on loans would be fcrgiven after 25
years, or if the borrower died or became disabled.

Under the rules of credit reform, the budget records the cost of new direct loans
on a subsidy basis. The subaidy cost of IDEA loans will equal the amount the gov-
ernment pays out in IDEA loans in any year, less the net ﬂresent value of repay-
ments of interest and principal made in subsequent years. Thus, \l*e cost or savings
to the federal government of supplying IDEA loans will depend on 1.0w many bor-
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rowers take out loans, how long they stay in school, and their earnings and marital
status after leaving school.

The cost of an IDEA loan to the government will vary enormously from borrower
to borrower. For a loan provided to a borrower whose later income never exceeds
the tax threshold, the subsidy will be 100 percent. A loan to a borrower whoee later
income is high, however, can entail a negative subsidy; in such a case, the present
value of loan repayments will exceed the amount the government loaned. Generally,
IDEA loans made to borrowers with high future incomes will 1 ave negative or small
Eositive subsidy rates, and loans made to borrowers with low future incomes will

ave positive subsidy rates.

At the moment, we have only limited information on which students might
borrow through the IDEA program, the size of their loans, and their future income
streams. CBO is working with the Departinent of Education’s National Longitudinal
Study of the class of 1972 to project the future income streams of student borrowers.
We hope to use these data to estimate the subsidy rates and budget coets or savings
associated with the IDEA loan program.

A CoMPARISON oF THE IDEA AND GSL PROGRAMS

Nevertheless, it is possible to draw some comparisons between the IDEA program
and the current GSL programs. Subsidy rates under the IDEA program are almost
gure to be lower than current rates. Under the current Stafford loan program, the
government J)ays all interest while students are either in school or in deferment
status. In addition, the government makes special allowance payments to banks
throughout the life of the loan. IDEA would eliminate both of these payments. The
Stafford program, however, expects al) borrowers to repay their loans, whereas the
IDEA program would exempt low earners.

Using the IRS to collect loan repayments will also affect subsidy costs. If repay-
ments are more consistently collected through the tax sf'stem than under today’s
procedures, subsidy rates will be reduced. But collecting loan repayments will be a
new activity for the IRS, with attendant administrative costs. Moreover, staff at the
IRS have indicated that using the tax system to collect loan repayments could in-
crease tax evasion and result in revenue losses. Under credit reform, changes in ad-
ministrative costs and in tax compliance would not be counted in estimating subsidy
costs, but these factors would stilf have to be considered in evaluating the proposed
imi)?ram. Also, while it seems likely that subsidy rates will be lower under the

DEA program, the amount of borrowing will almost surely be greater. First, many
potential borrowers may find the new income-dependent repayments more attrac-
tive than the fixed repayment required under the current GSL programs. Second,
loan limits will be significantly higher. Freshman and sophomore borrowers will be
able to borrow up to $6,600 a year, instead of the current lending limit of $2,625.
Borrowing limits for juniors and seniors will increase from $4,000 to $8,000 per year,
with similar increases for graduate students. Finally, IDEA loans will be available
to all families with eligible students, without xm?rd to family income. Of course,
the loan limits and income restrictions in the Stafford loan program could be liber-
alized without converting it into a direct loan program.

Thus, even though the subsidy per dollar will be lower for IDEA loans than for

uaranteed student loans, total subsidy costs could prove to be higher if borrowinﬁ
increases substantiallﬁ.oEven if total bubsidy costs are lower, the government wi
face large additional borrowing requirements to take over the loans now made by
private institutions. Finally, because repayments of IDEA loans depend on future
incomes, the costs of IDEA are more uncertain than those of the current programs.
Proposals that involve substantial increases in the level and u icertainty of govern-
ment borrowing must be carefully scrutinized at a time whe : the federal govern-
ment is already absorbing a large portion of the nation’s limited supply of saving.

CONCLUSION

Credit reform has placed guaranteed lonn programs and direct loan programs on
a level playing field. For the first time, budgetary accounting does not impede
making rational comparisons between guaranteed students loans, such as the Staf-
ford loan program, and direct loan programs, such as IDEA. The lack of reliable
data, however, keeps us from estimating whether total subsidy costs would rise or
fall if the IDEA program was put in place, or how much total federal borrowing
would rise. In the absence of such information, changes in education loan programs
should be made with extreine caution.

Senator PeLL. Thank you.
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Mr. Frazier.

Mr. Frazier. Thank you, Mr. Chairman, members of the commit-
tee.
I have with me today Wayne Upshar, who is our project managei
for the Direct Student Loan Program, and also Jay Eglun, who is
our assistant director for higher education.

We are pleased to be here today to discuss our report that com-
pared the relative Federal costs of the guaranteed and direct stu-
dent loans. I will focus my comments on the portion of our report
that pertains to (1) the potential Federal savings associated with
substituting Stafford loans with direct loans and (2) the effect that
a direct loan program could have on the administrative functions
of the Department of Education and postsecondary educational in-
stitutions.

Our analysis sugdgest that a direct loan grogram operating in
Elace of the Stafford program in fiscal year 1992 could save over $1

illion in fpresent value terms. Our baseline estimate of the budget-
ary cost for a 1l-year cohort of Stafford loans is $2.7 billion com-
pared to $1.5 billion for direct loans. Depending on the assumptions
made, our estimated savings ranfe from $620 million to $1.5 bil-
lion. These savings result primarily from the absence of the special
allowance payment to lenders.

The bar graph on the right illustrates the cost comparison for a
1-year cohort of Stafford loans compared to direct loans. Under a
direct loan program, the administrative focus on the Department of
Education would change from indirect to a direct role.

Looking at the charts on your right, as the two charts illustrate,
instead of depending on banks and guarantee agencies to service
loans, the department would monitor the performance of its serv-
ices tolensure that loan repayments are collected and credited
promptly.

Additionally, a direct loan program would reduce some of the de-
partment’s administrative burden. For example, the department
would no longer be required to monitor lenders or guarantee agen-
cies, nor make interest subsidy payments to lender, nor reconcile
special allowance arnd origination fee accounts with lenders.

Educational institutions will engage in different activities under
a direct loan program. At the beginning of each year schools would

rform tasks such as forecasting loan volume, drawing down

unds from the department as they make loans, and reconciling
student loan accounts at designated intervals.

Schools that participate in the Perkins loan program and Pell
Grant program currently perforn: tasks similar to those required to
operate a direct loan program.

A direct loan program could simplify schools’ administrative
functions in areas of loan disbursement, reporting, recordkeeping
requirements, and cash management. For example, schools prob-
ably would work with one servicer rather than hundreds of lenders
and multiple guarantee agencies. In addition, the standardization
that could accompany direct lending would eliminate problems as-
sociated with the multiplicity of policies, procedures, computer sys-
tems, and deferment forms. For example, lenders typically have
their own requirements, procedures and forms for students request-
ing a deferment. Under a direct loan program, the Department of
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Education would be the sole lender, and consequently they could
make their forms and procedures uniform.

We recognize that there are problems and unforeseen costs that
the department and some schools may encounter in administering
a direct loan program. These >osts would reduce estimated savings.
Because of these uncertainties, the House Postsecondary Education
Subcommittee requested that we refine the estimated savings that
we have projected, including the estimate of transition costs, and
also asked us to determine whether postsecondary institutions have
the administrative capacity to meet their responsibility under a
direct student loan program.

Mr. Chairman, that concludes my statement. We will be glad to
respond to your questions or questions from the other committee
members at this time.

, [Tlie prepared statement of Mr. Frazier (with an attachment) fol-
ows:

PREPARED STATEMENT OF MR. FRAZIER

Mr. Chairman and members of the committee: I am pleased to be here today to
discuss our recent report that compared the relative federal cost of guaranteed and
direct student loans.! The Stafford Student Loan Program, also known as the guar-
anteed student loan programs, constitutes the largest form of federal financial as-
sistance to students seeking postsecondary education. In recent years these pro-
grams have been the subject of great scrutiny. Administrative complexity, high
costs, and lack of accountability in the Stafford program have spurred the search
for an alternative loan delivery system. The Federal Credit Reform Act of 1990 (P.L.
101-508) allows direct lending to be an alternative to the current loan guarantee
system.

I will focus my comments today on the portions of our report that pertain to W)
the potential federal savings associated with substituting Stafford loans with direct
loans and (2) the effect that a direct loan program could have on the administrative
functions of the Department of Education and postsecondary educational institu-
tions.

STAFFORD LOAN PROGRAM

The Stafford program is a complex, multilayered delivery system. This system in-
volves over 8,000 educational institutions, 10,000 commercial lenders, 45 state or
nonprofit agencies, and 35 secondary market institutions. Students typically apply
through their school to borrow from a commercial bank or other lender.

The original lender may hold the loan throughout its lifetime or sell it to a sec-
ondary merket purchaser. Each state establishes or designates a guaranty agency to
guarantee student loans under its jurisdiction. Guaranty agencies insure lenders
against default and in turn are reinsured by the Department of Education. Guaran-
ty agencies also monitor school and lender compliance with program rules.

The Stafford program’s cost to the federal government consists primarily of inter-
est subsidies and default claims. The Department pays interest on behalf of students
while they are in school. It also pays lenders an interest subsidy throughout the life
of the loan—the special allowance payment—to provide them with a competitive
rate of return. These subsidies vary with interest rates. For example, as interest
rates increased between 1987 and 1989, special allowance costs tripled. The Depart-
ment also reimburses gurranty agencies for 100 percent of default claims, unless de-
faults rise above specific 'evels in a given year. Reimbursements for default claims
ll\gve risen steadily over time. For example, such claims doubled between 1985 and

89,

Figure 1 illustrates the flow of responsibilities under the Stafford program.

1 Student Loans: Direct Loans Could Save Money and Simplify Program Administration
(GAO/HRD-91-144BR, Sept. 27, 1991).
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DIRECT LOAN PROGRAM

Our report contains a comparative analysis of a l-year cohort of Stafford loans
with a similar cohort of direct loans, as proposed by the National Association of
State Universities and Grant Colleges. Under the Association's proposal, a direct
student loan program could reduce the complexity and federal costs involved in de-
livering student loans. The Association's proposed program would eliminate com-
mercial lenders, guaranty agencies, and secondary markets. Educational institutions
would act as agents of the Department and use federal funds. to make loans to stu-
dents. The Department would contract with private firms to service and collect the
loans. The federal government would raise loan capital by issuing Treasury securi-
ties rather than paying interest subsidies to commercial lenders.

Direct loans would require different responsibilities for educational institutions
and the Department. Institutions would assume some of the commercial lenders cur-
rent duties, such as loan origination and disbursement. The Department would have
increased oversight responsibilities for schools’ and servicers’ performance, but it
would no longer have responsibility to monitor commercial lenders and guaranty
agencies.

Figure 2 illustrates the flow of responsibilities under a direct loan program.

WHAT WE FOUND

Switching to Direct Loans Could Save up to $1.4 Billion

Our analysis suggeste that a direct loan program operating in place of the Staf-
ford program in fiscal year 1992 could save over $1 billion—in present value. Our
baseline estimate of the budgetary cost for a 1-year cohort of Stafford loans is $2.71
billion, compared with $1.55 billion for direct loans. Depending on the assumptions
made, our estimated savings range from $620 million to $1.47 billion. These savings
result primarily from the absence of interest subsidy (in-school interest and special
allowance) payments to lenders. (See fig. 8.)

Layers of Oversight Should be Reduced Under Direct Lending

Under a direct loan program, the focus of the Department of Education’s adminis-
trative burden would shift from an indirect to a direct oversight role. For example,
rather than relying on guaranty agencies, the Department would need tqjensure
that loan papers are properly executed and documented. In additionl ins of de-
pending on banks to service loans, the Department would monitor the performance
of its servicers to ensure thut loan repayments are collected and credited promptly.

In other ways, however, a direct loan program would reduce some of the Depart-
ment's administrative burden, and it could improve accountability. The Department
would no longer monitor lenders or guaranty agencies, make interest subsidy pay-
ments to lenders, or reconcile special allowance and origination fee accounts with
lenders. With fewer participants, the Department could focus its oversight effort on
schools and servicers. As such, its cbility to monitor the flow of funds in the pro-
gram should improve.

Many School Administrative Functions Simplified With Direct Lending

Educational institutions would engage in different activities in a direct loan pro-
gram. At the beginning of each year, schools would perform new tasks, such as (1)
forecasting loan volume, (2) drawing down funds from the Department as they make
student loans, and (3) reconciling student loan accounts at designated intervals.
Schools that participate in the Perkins loan and Pell grant programs? currently per-
form tasks similar to those required to operate a direct loan program.

A direct loan program could simplify schools’ administrative functions in the
areas of loan disbursement, reporting, record-keeping requirements, and cash man-
agement. For example, schools probably would work with one servicer rather than
hundreds of lenders und multiple guaranty agencies. In addition, the standardiza-
tion that would accompany direct lending would eliminate problems associated with
the multiplicity of policies, procedures, computer systems, and deferment forms. For
example, lenders typically have their own reguirements—procedures and forms—for
students requesting a deferment. Under a direct loan program, the Department of
Education would be the sole “lender,” with its uniform procedures and forms.

2 Federal programs admitiistered by educational institutions on behalf of their students.
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GAO'S ON-GOING WORK

We recognize that uncertainties about the specific features of a direct loan pro-
gram and how it might be implemented could lower our estimated savings. For ex-
ample, we did not account for the costs that the transition from a guaranteed to a
direct loan program would entail. Also, the Department may encounter unforeseen
additional costs in administering the program, such as an inability to negotiate serv-
icing contracts as favorable as those reflected in our assumptions. These costs would
reduce the anticipated savings.

The House Education and Labor Committee's Postsecondary Education Subcom-
mittee reguested that we: (1) refine the estimated gavings—including transition
costs—expected from a direct loan program, and (2) determine whether postsecond-
ary institutions have the administrative infrastructure to meet their responsibilities
under the program.

Mr. Chairman, that concludes my statement. My colleagues and I would be happy
to answer any questions that you or the other committee members may have.
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Senator PELL. Thank you very much indeed.

First, Mr. Reischauer, do you have any specific reservations
about the proposed language before us?

Mr. ReiscHAUER. If what we are talking about is the IDEA pro-
gram in broad, the answer is yes. The reservations are more associ-
ated not with the shift from a guarantee system to a direct loan
system, but rather to the liberalizations and the changes in the re-
payment mechanism.

ere we to increase radically the loan limits—and I know there
is a lot of pressure in the country to do this—you’d want to make
sure that whar we weren’t simply doing is transferring responsibil-
ity for paying higher education from parents to children; that in a
gense this might let the generation which so benevolently is trans-
ferring often to its children and its grandchildren huge Federal
deficits and debt payments just one more burden. Parents would no
longer have to maybe take out a home equity loan or save as much,
and the burden could be shifted onto the children now going
through school. This applies to any liberalization whether it is in
the guarantee loan system or in the direct system.

Another concern I would have relates to the fact that if access to
credit is made more readily available, schools will be under even
less pressure than they are now to economize. Here, 1 sympathize
with the remarks of Senator Durenberger. I too see a problem that
is not dissimilar to the situation we face in the medical care area
where we have divorced the consumption of the good from the pay-
ment that the consumer makes in such a way that there effectively
is no contro! by the consumer on total expenditures. You have seen
what it has gotten us to—for the first time I think in close to a
decade, schools are now running up agamst the constraints im-
posed by a reluctant consumer. Because the costs are so high, they
are looking for ways to economize. I think that is good, basically.
You don’t want that at the same time to deny access to students
from lower income situations, but it is a trade-off, and it is one that
we have to consider.

Those would be the two basic reservations that I would have.

Senator PELL. Mr. Frazier, do you have any specific reservations?

Mr. FrAzIER. Senator Pell, quite frankly, we hadn’t really looked
at IDEA. As a matter of fact, until late Thursday afternoon, we
started taking a look at it when we were asked to come up and tes-
tify. But in the process of doing our work on the direct loan propos-
al that we reported a couple weeks ago, we did take a look at some
of the things that are in the bill—for example, what would happen
if you didn't collect insurance fees or if you didn’t collect loan origi-
nation fees from the students. And certainly those are great ideas
from the point of view of the students, who viould not have to paK
for those kinds of things, and it would be putting the money bac
toward the students.

We also took a quick look at the whole idea of capitalizing the
interest and then having the student paying back; it certainly
could save a lot of dollars.

By the same token I agree with Dr. Reischauer that the question
there is quite a question about what would happen if we were to
ask the IRS to collect the money and what all of that means. We
really haven’t analyzed that suf! iciently to give you a good answer.
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Senator PELL. Mr. Frazier, I notice that in your statement, you
assume the department would pay the schools the one-time fee of
$20 per loan to offset the administrative costs. Now, this assump-
tion is not included in the Simon-Durenberger proposal. What sav-
in%z do you believe that could result in?

r. FRAZIER. I'm sorry, Senator. I don’t quite understand your
question. I couldn’t hear you.

Senator PeLL. I'm sorry. The $20 per loan to offset the adminis-
trative costs is not contained in the Simon-Durenberger proposal. 1
think you thought it was. Therefore, what saving is that?

Mr. Frazier. We have not looked at that particular. The way we
looked at it was that if you were to go to a direct student loan pro-
gram, the school would now get the normal one percent adminis-
trative fee that now goes to the lenders. We also put into the factor
the $20 fee that the school could collect for each loan that they ap-
%rove as a way of offsetting some of the costs to the universities.

ut we did not look at it in terms of the Simon-Durenberger biil.

Senator PELL. Thank you very much.

My time has expired, and Senators, I thought we ought to be
under a 5-minute rule, but anybody can exceed it if they've got
something pressing.

I will turn now to Senator Kassebaum,

Senator KasseBauM. Thank you, Mr. Chairman.

First, my apologies for missing the opening comments. I hope I
won;: be asking something that you covered in your opening re-
marks,

Dr. Reischauer, some who have been promoting the IDEA pro-
gram ! ave been saying that defaults will disappear or decrease be-
cause students will not default and that they will either pa5y what
they can afford or be forgiven any outstanding debt after 25 years.

Is this not sort of “creative accounting”’, as we tend to call it up
here? I mean, at some point, it seems to me that this is almost
smoke and mirrors. How does CBO measure or estimate defaults in
this type of program—doesn’t it have to be factored in in some
manner?

Mr. REiscHAUER. Well, the issue . is really a definitional one
of what do we call default.

Senator KassepauM. Yes, how you define default.

Mr. ReiscHAUER. And when an individuel is not required to
make a payment under the law, as would be the case for a low-
income borrower under the IDEA program, a person who was
below tl.e tax threshold, that would not be a default for the simple
reasop that it is defined as not being a default. If the individual’s
inco.ne rose in subsequent years, the individual would be responsi-
ble for paying again, and not only paying, but paying the amount
that was not paid in the previous year.

So I think that it really isn’t smoke and mirrors. As one who—

Senator KasseBaUM. You say it isn’t?

Mr. REISCHAUER. It is not, no. As one who lives in the world of
smoke and mirrors, I attest that this is not an egregious example of
it.

Senator Kassesaum. Well, as much as we would like to expand
access—which is really what is at the heart of this proposal, it
seems to me—it seems almost impossible, first, to be able to assure
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some J)rogram integrity, which we have tried very hard to do.
Second, it really puts a lot onto the IRS to become the collection
agency, does it not? Have either of you factored the role of IRS into
your analyses?

Mr. ReiscHAUER. Well, there certainly would be additional ad-
ministrative costs and administrative burdens on the IRS. The
reason why defaults would disappear is the would have a new
name; they would be called “tax evasion”. And the amount that
was not paid for a student loan would be just small change com-
pared to what should have been paid to the IRS for general tax li-
ability. So I don’t think this is a serious problem.

Now, whether it is desirable to get the IRS into collecting pay-
ments is a separate issue and one which traditionally the Treasur
and the IRS have been extremely reluctant to get into. But I don't
sgeak for them, and the Secretary before us indicated that at least
there was a crack in the administration on that issue.

Senator KasseBaUM. Mr. Frazier, do you have any particular
comment on that as far as the IRS role? I suppose it is a separate
issue, yet it seems to me it is kind of the heart of the matter. It is
the essence of how this will be handled in processing, and in repay-
ment.

Mr. ReiscHAUER. There are some very interesting behavioral re-
sponses that might come out under the IDEA programm, which is
that individuals of course get to choose how they file their income
taxes—married individuals—do they file jointly, do they file sepa-
rately. What would happen under IDEA? We 1, one can imagine
circumstances in which a spouse—I will be a sexist at this int
and say a women who had large IDEA loans—she and her husband
decided to file separately. Therefore, if she had dro;;lped out of the
labor force to raise a small child, for examBle_ and had no income,
she would have no payments under the IDEA program, so there
would be a loss; there would be a gaming of the system, in effect.
But at the same time, filing separate returns would cause the fami-
ly’s income tax liability to rise. So the Federal Government would
get, in a sense, a boost to its general revenues while at the same
time the Department of Education would take a loss.

Mr. Frazigr. Senator, my response would simply be that using
the IRS as a collector is one that certainly would need a lot of time
and attention, and we would really need to study that very careful-
ly and get inf)ut from all concerned about that, because that's a
very tough call.

Senator KAssiBAUM. That was not part of the aspects of it that

.1 examined?

Mr. Frazier. That's correct; we have not looked at that aspect.

Ar. REISCHAUER. The direct loan program that was approved by
the House committee doesn’t have income-contingent repayments
and has a separate mechanism for collecting the direct loans,
which is perfectly possible. When one goes to an income-contingent
system—and if we are defining this as all income—then it is almost
impossible to Fet away from having the IRS have some involve-
ment in the collection process.

Senator KasseeauM. Thank you very much.

Senator PeLL. Thank you very much.

Senator Simon.
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Senator SiMoN. Thank you very much, M.. Chairman.

I thank both of you, and particularly Mr. Frazier, let me thank
you and your colleagues at GAQ for an excellent report.

Just in response to Senator Kassebaum’s remarks, we have done
this similarly in the Chrysler situation and in the Lockheed situa-
tion, where we had Treasury bill rate plus. And that is what we
are doing here. And I would add if we get the time—and I hope we
will, and I think we will have the time to examine this more care-
fully, Mr. Chairman—if we get the time, and we’re not rushed into
doing something on the floor precipitously, we also then have to
measure as part of the gain for the Federal Treasury tens of thou-
sands and maybe hundreds of thousands of young people who can
go on to college—not just young people—people who can go on to
college and there will be a sizable increment in their wages and in
what they pay back to the Federal Treasury.

Mr. Reischauer, from your comments, let me just underscore
here. “The Congressional Budget Office estimates that for every
dollar guaranteed through the Stafford loan program, the Federal
Government will incur a subsidy cost of 28 cents.” That’s pretty
powerful. “Subsidy rates under the IDEA program are almost sure
to be lower than the current rates.” And then you say, “For the
first time, budgetary accounting does not impede making rational
comparisons bitween guaranteed student loans such as the Staf-
ford loan program and direct loan programs such as IDEA.” And
then you finally say, and I agree with this, that “whatever steps we
should make, we should make with caution.” That’s why I frankly
favor slowing this process down a little bit.

Senator Durenberger and I have suggested that it shouldn’t take
effect until 1994-'95; that seems to me we are using maybe an ex-
cessive amount of caution, but we are using caution.

Let me ask both of you, if you feel on top of this thing enough to
respond, one of the suggestions that has been made is that colleges
and universities at some point, maybe 1 year before each school
year, would make a choice of the current system or this system, be-
cause there are people who are worried about what would happen.

Any comments from either of you?

Mr. Frazier. I don’t know about Bob, but I have not thought of
that possibility at all, so I would rather not comment on it at this
time.

Senator SimoN. OK.

Mr. ReiscHAUER. I think as a general rule it would be an unde-
sirable set of choices. We already have an extremely confusing
array of programs out there. We have tremendous complexities
that our government agencies are trying to grapple with, and what
this would do is just make the situation worse.

As the Secretary already said, if one v-ere to go to a direct loan
program such as the IDEA program, the Department of Education
would still have to run two administrative structures for roughly
20 years until the old GSL programs were wrung out of the system.
We are stuck with that, and I don’t think that that should be an
ir.r(lipediment to change, but it is something that one wants to con-
sider.

One of the beauties of this is that, according to the GAO report, 1
think, there would be some simplification in the long run from this
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situation, from a movement to a direct loan program in which the
Federal Government dealt only with 10,000 or so schools as opposed
to many tens of thousands of schools and lendinﬁ institutions and
guarantee agencies and fellow travelers. [Laug ter] You might
have a few less people in the room when you had hearings.

Senator SimoN. Do you want to define “fellow travelers’?

Mr. REISCHAUER. I feel them on my back right now. [Lan:ghter.]

Senator SIMON. Mr. Frazier, one of the points that you make in
your report is that this would simplif paperwork. One of the con-
cerns that a lot of small colleges and universities have who have
not had a chance to examine this yet is that if we move over to
this, this would complicate their paperwork. What is your feeling?

Mr. Frazier. With the present guaranteed student loan program
we have today, we have—it depends on how you count it—at least
35 to 50 guarantee agencies that any small college may have to
deal with. I believe we estimate we have over 10,000 lenders that
they may have to deal with, and so on. So we really believe that in
terms of making things simple, as some of our charts show, that
you don’t have all of these entities to deal with. You don’t have
each one with their own computer systems or their small quirks.
And if you could get some of this standardized—dealing with one
lender certainly seems to us to be a simpler thing, and it could
save even the small schools some administrative burdens.

Senator SiMoN. Thank you.

Thank you, Mr. Chairman.

Senator PeLL. Thank you.

Senator Durenberger.

Senator DURENBERGER. Thank you, Mr. Chairman.

Mr. Frazier, I appreciated your last response to my colleague’s
question because that is part of the problem that brought all of us
to look to the folks with the great ideas, some of whom are in this
room, to find solutions to this problem.

Is it possible for you to help us understand a little bit the diffi-
cultf' that graduates today are experiencing and prospectively are
likely to experience in loan repayment under this current s stem?
I think my colleague from Minnesota had a task force, the Student
Loan Task Force inade up of a coalition of non-profit human serv-
ice providers, working in Minnesota, particularly with low-income
people. This grup looked at the constant problem of rePayment at
periods of time when on the margin income just doesn't meet the
requirements of repayment, and the fluctuation in repayment obli-
gation depending upon v:hen you borrowed the money. This whole
series of issues Fi\ust seem to present access i:npediments to people
who are either headed into the system now or have come out of it.
Can you help us to understand that part of it a little better?

Mr. Frazier. I am going to defer to one of my colleagues.

Senator DURENBERGER. Thank you.

Mr. EcLuN. I think there are a couple ot issues there. One is that
many times, if a borrower would contact his or her lender when
they do find themselves in financial difficulties, they can work
things out. I think there has been more of an opportunity in the
last few years, especially trying to work on minimizing the de-
faults, to do that. Obviously, conceptually an income-contingent
loan program provides a lot more flexibility. But as I think it has

102



95

been discussed here a little bit earlier, there ere a lot of operation-
al problems that would need to be worked out as to how to get a
better handle on that. I think that is part of the unknown that we
really have not looked at, and I think some of the issues that would
h&\)'e to be dealt with before we could talk more authoritatively
about it.

Mr. ReiscHAUER. Can I interject into this discussion?

Senator DURENBERGER. Yes, please.

Mr. REisSCHAUER. When we are talking about students who have
gone successfulli through a 4-year undergraduate program or grad-
uate program, the research evidence doesn’t suggest that loan bur-
dens are excessive, viewed as unfair by them, as not a good invest-
ment, changing their lifestyles in any perceptible way. There has
been some research funded by the Massachusetts Guarantee
Agency and some stuff done by Professor Skidmore that reall{. has
shown that there isn’t a tremendous problem. Now, that might be
{et, and it could develop in the future. There obviously is a prob-
em when we are talking about students who have taken on large
loan burdens to finance a proprietary school education or a junior
college education, and their income prospects are not particularly
good and their chances of finding themselves unemployed when the
economy turns weak are relatively high.

That is a tough problem for public policy, and the only way to
get around that is to have loan limits vary according to the pro-
spective income of the educational investment that you are
making; and yet I think there is a reluctance to go that route. But
right now we in effect allow students at junior colleges or proprie-
tary schocls to take out loans that in relation to their expected
future incomes are much, much higher than would be the case for
an individual at a 4-year college.

Senator DURENBERGER. Bob, I need to ask you some questions be-
cause you have been at the business of trying to simplify the loans
a lot longer than I have and probably a lot longer than anybody at
this table. Is it not possible that in the structure of the formula for
repayment, either in the length of the period for repayment, in the
2 percent over T-bill rate, and whether or not you go all the way to
2 percent in this particular case or lower than that, in the mini-
mum number of years that you have to pay back, like 12 versus the
25 of forgiveness, in various of those ways? Is there not a way to
structure a formula that is adjustable from time to time to accom-
modate a full revolving repayment in this system—as long as you
accept the idea that some may pay back more than others will pay
back? But combining all of these various features—is there not a
way to construct a formula that would make this a fully refunding
revolving program?

Mr. ReiscHAUER. Yes, there certainly is. There are many
schemes that have been out there in the past along those lines.

Senator DURENBERGER. Are we close to it " :th this bill?

Mr. ReiscHAUER. Effectively no, because what ycu are doing here
is nobody is paying back more than they shouk{ in a quote ‘‘fair”
sense. In a sense, the amount you pay back from the perspective of
the government under the IDEA program really falls into two cate-
gories—the folks who don’t pay back the full amount through 25
years are going to get a government subsidy; the people who die,
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obviously, or fall into the other circumstances that relieve them of
their loans don’t pay back. All the others do under the IDEA pro-
gram is really have the number of years in which they are making
their payments to the government vary, the size of the payment.

So if we had two individuals each of whom took out g{g,OOO
worth of loans, and they had different incomes, one might pay it
back in 8 years and the other in 15 years, but the present value of
their payments back would be identical, and now that makes it
easier, obviously, for the lower-income person ti.an the other. But
we in a sense are not engaged in a lot of redistribution ir this
mechan...n. And what you raised was the possibility that there
could be a separate trust fund, a revolving trust fund, but that re-
volving trust fund would have to have some way to get the money
needed for the people who died, the people who never had taxable
income or who throughout the 25 years didn’t pay back enough to
equalize the cost of their loan. And that in and of itself requires
that somebody be charged more; that a significant profit be made
off of some students. And this program really doesn’t do that. It
could be a%usted to do it.

Senator DURENBERGER. Thank you.

Senator PELL. Senator Wellstone.

Senator WELLSTONE. Dr. Reischauer, is it reasonable to assume
that a 2 percent margin would cover the administrative and carry-
over costs on the direct loan?

Mr. REIsCHAUER. You are talking about a T-bill plus 2 rate for
the interest rate that is implicitly put on?

Senator WELLSTONE. Yes.

Mr. REIsSCHAUER. Once again, the answer to that question de-
pends very much on what the mix of students is who take out loans
and how much they take out in this program. I don't think the ad-
ministrative costs are likely to be a significant variable, and GAO
certainly knows a lot more about this than I do. I think it is really
when you get into this kind of program how many people each year
fall below that tax threshold and don’t have to pay or drop out of
the system through death, disability or whatever.

Senator WELLSTONE. Maybe I could ask Mr. Frazier, then. The
linchpi- of this is to lessen the administrative costs for direct
‘loans, right, and that applies to the IDEA.

Mr. Frazier. The real issue here is that the Federal Government
borrowers money cheaper .han a bank does, so that if the Federal
Government is providing the money directly, it is providing cheap-
er money, and that is why a direct loan program, if everything else
is the same, will be cheaper than a program in which you have to
go out and entice agents in the private sector to do this for you.

Now, there is nothing that can be done about that. We have a
better credit rating, for some strange reason, than Citibank, al-
though many people would say we are just Citibank writ large.

Mr. FraziER. I think we do have a better credit rating, but I also
think it is difficult to answer if the T-bill plu two will cover it be-
cause | agree with all of those factors, but we also don’t know how
well we will get control of the default situation. So I am just
adding that you would have to get control of the default situation
also to know if 2 percent is adequate or not.
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Senator WELLSTONE. Mr. Frazier, from the borrower’s point of
view, would the IRS—I'm trying to get a handle on IRS being the
collection agent—simplify or complicate matters from the point of
view of the borrower? How exactly would that work?

Mr. Frazier. Yes, Senator Wellstone. That’s the part that I am
most uncomfortable with because I really have not looked at the
IRS collection method at all. I just can’t answer that.

Mr. REiSCHAUER. I would presume from the borrower’s stand-
point it would be a whole heck of a lot easier. What you do is you
change your wage withholding; if you had a job, more would be
taken out at the end when you calculated your tax return. You'd
have a couple of extra lines to add to it. That strikes me as a lot
simpler than making monthly or quarterly loan payments, and you
save the 29-cent stamp.

Senator WELLSTONE. Last question. I was a college teacher for 20-
some years, but as Len Wenc, the financial aid director at Carleton
College knows, I don’t know the ins and outs of this. So coula the
two of you just briefly summarize what you see as being the pluses
and minuses of status quo versus direct loan.

Mr. Frazier. Very briefly, I think the direct loan does offer the
opportunity to possibly save money because the government can
borrow money more cheaply. I think the direct student loan pro-
gram also has an opportunity to possibly simplify things because
you don't have as many players.

Additionally, last but not least, to entice the lenders you are
going to have to pay an additional cost.

Senator WELLSTONE. Dr. Reischauer.

Mr. REISCHAUER. I think Mr. Frazier put his finger on the advan-
tages. The real issue is what we are comparing here. The IDEA
program is not simply GSLs in a direct form. It involves three
changes. One is the shift from guaranteed loan format to a direct
loan format, and there are a lot of appealing characteristics of
direct loan formats. The other is a transformation of the repay-
ment mechanism to an income-contingent one, which has certain
advantages, but it might prove to be one in which the consumer
doesn’t like the product, that they’d rather have a fixed payment
for a known set of time rather than an uncertain payment extend-
ing as much as 25 years or getting over with in 8 or 12, something
like that. And third, it involves tremendous program liberalization.

I think what you really should do is compare the same loan
system under a direct and a guaranteed system and then the ad-
vantages Mr. Frazier pointed out are the ones you should look at,
and the disadvantages involve the question of whether the Depart-
ment of Education and the other administrative agencies can keep
two balls in the air when they have had a difficult time having one
in the air in recent years, and whether we want to get the IRS or
some other collection into this, which could create new complex-
ities.

Senator WELLSTONE. I'd like to thank the panel.

Thank you, Mr. Chairman.

Senator PeLL. Thank you very much.

Senator Jeffords.

Senator JErForps. Thart. - Mr. Chairman.
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It has been very interesting. I would first like to ask this ques-
tion. I'm a little confused on where the origination fee and the in-
surance fee went with respect to your projections, Mr. I'razier. I
thought you said in your testimony recently that it would go to the
universities to defer costs.

Mr. Frazier. Senator Jeffords, the loan origination fee is re-
turned to the Department of Education. It is a fee that helps with
the costs of the program. In other words, if he had no other deduc-
tions, the student would not get 100 percent of the loan.

Senator JEFFORDS. I understand that, but I think the bill wipes
those payments out totally, so that is what confused me and how
important that was to your estimates as to savings.

Mr. Frazigr. Well, on the point of our estimate, if you were to
reduce the insurance fees or discontinue the insurance fees as well
as the loan origination fees, then our estimate would go down; it
would be reduced.

Senator JEFFORDS. Do you know how much?

Mr. UpsHAR. Senator, it would go down to $400 million. But be
mindful of the fact that that is not within the IDEA concept, our
analysis.

Senator JEFFoRDs. I understand. I just wanted to make that point
clear. Another one you have is a 20 percent default rate. I know
the net default rate for GSLs right now is about 10 percent. Why
did you use 20 percent? The gross is getting up there, the net de-
fault rate—the reason I ask what impact that would have is that if
you don't have defaults under the IDEA system other than the
type you talked about, which are not measurable in tke same con-
text, how would that affect the cost estimates that you had, or sav-
ings estimates?

Mr. UpsuAR. What we tried to do in our analysis was to keep
terms such as default rates constant, and the 20 percent was used
to maintain a conservative flavor of our estimates.

Another thing we did was we identified what impact switching
certain assumptions would have on our overall results. Now, de-
fault rates were identified in our analysis as being highly sensitive,
meaning that minor changes in our default rate assumptions had
disproportionate impacts on our estimates. The exact dollar figure
escapes me at the moment, but we could certainly get back with
you in a matter of time on that.

Senator JEFFORDS. I'd appreciate that because we are trying to
get a look at the cost to the government of these things, and I
think those are rath.r important assumptions, and we should know
exact what they are.

In your study, you didn’t measure the impact of the cost on the
institutions for administering the program at all?

Mr. Frazier. No, sir, we have not done that. That is one of the
things that we have been asked to look at, and we are in the proc-
ess of getting a job started to take a look at the impact on the insti-
tutions.

Senator JEFForps. I think the other questions I had have been
answered, Mr. Chairman, so I'll stop early.

Senator PeLL. Thank you.

I thank the panel very much—-Senator Simon.
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Senator StMoN. Thank you, Mr. Chairman. I have just a couple
of quick comments. .

Onr, while, Mr. Reischauer, in the aggregate the Massachusetts
figures you cite are correct, there is no question that a lot of stu-
dents face real problems right now repaying loans, including those
who get bachelor’s degrees. A student who graduates owing
$18,000, for example, and is making $10,000 per year under the cur-
rent program has to pay back $264 a month, and under our pro-
gram would pay back $74 a month.

Second, just to underscore what you said to me, Mr. Reischauer,
in your letter of October 25, “unless it is mostly low-income stu-
dents who borrow under the IDEA program, establishing the IDEA
program in place of current loan programs would break even and
most likely produce savings.” I would ask, Mr. Chairman, that the
letter be included in the record.

Then finally, the point was made that parents might take advan-
tage of it and be relieved a little. There is no question that that is
the aim, to relieve parents a little of some of this responsibility and
assume that students can get to college through this kind of assist-
ance and students will repay it. But in the process we will also get
a great many more students.

Thank you, Mr. Chairman.

Senator PeLL. Thank you very much indeed.

Thank you, Dr. Reischauer, Mr. Frazier, for being with us.

We now come to our third panel which includes: Dr. Bill True-
heart, president of Bryant College in Smithfield, RI; Dr. John
Silber, president of Boston University; Mr. Leonard Wenc, financial
aid director at Carleton College in Northfield, MN; Dr. Oswald
Bronson, president of Bethune Cookman College in Daytona Beach,;
and Ms. G. Kay Jacks, financial aid director at Colorado State Uni-
versity.

I thank the panel very much indeed for being with us. Let’s start
off with a witness from Rhode Island.

Dr. Trueheart, welcome.

STATEMENTS OF WILLIAM TRUEHEART, PRESIDENT, BRYANT
COLLEGE, SMITHFIELD, RI; JOHN K. SILBER, PRESIDENT,
BOSTON UNIVERSITY, BOSTON, MA; LEONARD M. WENC, FINAN-
CIAL AID DIRECTOR, CARLETON COLLEGE, NORTHFIELD, MN;
DR. OSWALD P. BRONSON, SR., PRESIDENT, BETHUNE COOK-
MAN COLLEGE, DAYTONA BEACH, FL, AND G. KAY JACKS, FI-
NANCIAL AID DIRECTOR, COLORADO STATE UNIVERSITY, FORT
COLLINS, CO

Mr. TRUEHEART. Good afterncon, Mr. Chairman and members of
the committee. I am Bill Trueheart, president of Bryant College.

Bryant is a relatively small institution, a small independent pro-
fessional college in Smithfield, RI. I appreciate this opportunity to
appear before you today to briefly expand upon my views expressed
to Senator Pell several weeks ago regarding proposals to radically
restructure Federal loan programs.

At Bryant, 46 percent of our full-time undergraduate students re-
ceive some form of Federal loan assistance, totalling more than
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$4,600,000. Nearly 12 percent of our full-time undergraduates re-
ceive about $625,000 in Pell and SEOG grants.

It was our students’ reliance on Pell Grants and rn Federal edu-
cation loans that initially caused me to become concerned about
the proposed restructuring of the loan programs and which cause
me now, after further study and refiection, to urge your committee
to maintain and improve the current program structure through-
out the reauthorization process.

Let me be more specific about those aspects of the several pro-
posals for change that we enthusiastically support.

First, we support efforts to create an early awareness of college
opportunities and the financial aid programs to access them.

cond, we favor efforts to increase funding levels for the Pell
grants and loan programs, and we favor your committee’s efforts to
do so with mechanisms to ensure greater accountability.

Third, we support efforts to make the best possible use of every
taxpayer dollar spent in support of ¥ederal aid programs, and we
believe that monitoring performance is essential to justify taxpayer
confidence.

Last, and most importantly for today’s discussion, we favor
toking all steps possible to achieve administrative simplicity and
consistency in the delivery of grant and loan programs.

In our view, the current loan programs serve our students well,
they serve our colleges well, and they serve the Federal Govern-
ment well in maximizing the leverage of the Federal dollar.

Current programs in large measure are well-managed by the par-
ticiparts, and this has resulted in minimal Federal risk and cost.

In ihode Island, for example, the Federal default trigger rate in
1990 was a low 2.06 percent. At Bryant our default rate it one of
the lowest in the Nation; we have just under 5 percent for Perkins
loans and a little over 5 percent for Stafford loans.

We believe that the existing loan pro%rams can and should be
improved by implementing changes to achieve the goals mentioned
earlier, but without incurring the substantial risks to students and
institutions that proposals like the direct loan program and the
IDEA credit program present.

One of the most troublesome aspects of the recent public debate
on these proposals is that the arguments tend to compare the lofty
concept of direct loans with the mundane detail and daily oper-
ational problems and weaknesses of the current loan programs.

Now, we are all very familiar with the warts of the current loan
programs, and we are understandably drawn to an appealing vision
of how a utopian loan program might operate. But at bottom, as
you have heard from others, to determine whether a new, major
national loan program will work, v must have much more focused
examination of the fundamental operational issues related to cost-
effectiveness and efficiency of the services to our Nation’s students
and colleges.

1 want to illustrate my point with an example. As many of you
know, one of the criticisms of most of our current Federal pro-
%rams levelled by students and financial aid officers is that it is du.-

jcult to identify and speak to the customer service staffs at lending
or loan servicing companies to ask questions about a loan or check
on a payment.
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This problem is caused in large part by the sheer volume of stu-
dents compared to the lenders and servicers. It is therefore surpris-
ing that proponents of the direct loan concept assert that it would
be simpler for students to call the central Department of Education
number for answers to their questions. Under the IDEA proposal,
students might have to call the Internal Revenue Service for infor-
mation.

My point here is that in theory the proposal may sound simpler,
but can you imagine that it would really be less complicated trying
to get questions answered from a large Federal agency ur even
more difficult, their lowest bid contractor?

Having been a student of public administration for a long time,
and as a former director of the master in public administration
program at the Kennedy School of Government, such promises con-
cern me greatly. Please understand that I have deep respect for
Federal public servants and the enormous challenges they face in
administering Federal programs, but responsiveness and ease of
access for millions of students, for any large Federal departinent, is
unlikely to be more effective than our present sy3tem.

My point here is that our present loan system is based on one of
the most successful public-private partnerships in recent history.
Our present loan programs are fundamentally sound, and our
present programs work reasonably well for colleges and universi-
ties,

I want to underscore the program that the direct loan and the
IDEA credit proposal, I believe, would place a great hardship espe-
cially on smaller colleges and universities.

These J)roposals also contain many other questionable assump-
tions and promises. They promise that their programs will be less
expensive for the Federal Government even though, as I under-
stand it, the Treasury will have to borrow all of the money to pro-
vide new loans each year, and then later, borrow more to pay the
interest that is accruing and unpaid on the previous year’s loans.

I understand that this feature alone would increase the Federal
debt by $12-$15 billion eack. and every year through the end of the
century.

Further, the government would also assume all of the default
risks, thereby increasing its liabilities for default, for all servicing
and collection responsibilities and all risks associated with interest
rate movements.

It is very unlikely, in my view, that the promises of improved
monitoring of program performance and integrity can be achieved.

Our current programs involve guarantee agencies that have
monitoring responsibility and financial accountability. The pro-
posed programs would have no such intermediaries between the
government and risk.

Currently the 50 largest holders of student loans, banks and sec-
ondary markets, own almost 75 percent of all the outstandinﬁ
loans, or about $40 billion of the $52 billion outstanding. It woul
undoubtedly be far easier to more rigorously review their perform-
ance to protect the Federal investment than it would be to review
the verformance of thousands of colleges and proprietary schools
which under these proposals would essentially be given Federal
checkbooks to draw on. -
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Proponents of tk: proposed programs also offer promises of ad-
ministrative simplicity for students and schools alike. We believe
that the administrative costs for small colleges like Bryant espe-
cially will be several times greater than appears to be assumed.

In closing, Mr. Chairman, please be assured that I did not intend
to throw cold water on the committee's attempts to explore cre-
ative ways to improve the delivery of educational loan capital. Far
from it. Rather, I appear before you today to convey my belief that
those objectives can be achieved through modifications of the exist-
ing programs in ways that will not subject students or postsecond-
ary institutions or the government to unnecessary risks and costs.

I appreciate the opportunity to share my views with you, and I'd
be pleased to answer questions.

Thank you very much.

[The prepared statement of Dr. Trueheart follows:]

PREPARED STATEMENT OF DR, TRUEHEART

Good afternoon, Mr. Chairman and members of the committee, I am Bill True-
heart, president of Bryant College, which is a moderately-sized independent college
located in Smithfield, RL. I appreciate this opportunity to appear before you today to
briefly expand upon my views expressed in a letter to Senator Pell several weeks
ago regarding proposals to radically restructure federal education loan programs.

Bryant College offers programs in business and related disciplines to undergradu-
ate and graduate students. Our total enrollment is approximately 5,000 students,
with approximately 2,934 full-time undergraduate students—the majority of whom
come from New England and the mid-Atlantic states. Approximately 20 percent of
our undergraduates (575) are commuters; 80 percent live on our campus.

Bryant College’s endowment is modest nnd, like many of our sister institutions,
we must rely heavily upon tuition and fre revenues. Presently, 66 percent of our
revenues come from tuition and fees. This year, the total cost for a resident student
{tuition and fees, room, board, incidental expenses) is $18,630.

Fo:;tf/-six percent of our full-time undergraduate students receive some form of
federal loan assistance totalling $4,656,000 in 1991-92. Nearly 12 percent of our full-
time undergraduates receive nearly $625,000 in Pell and SEQOG grants.

T'o serve our financial aid recipients, we have a small staff of four full-time profes-
sionals (two of whom job-share) and 6 work-study students.

It is our college’s reliance on tuition income and our student’s reliance on Pell
Grants and federal education loans that initially caused me to become concerned
about the proposed restructuring of the loan programs and which cause me, after
further study and reflection, to urge this committee to maintain and improve the
current program structure throughout the Reauthorization process.

Let me be more specific about those aspects of the several proposals that we (and
many others) enthusiastically support:

1. We support efforts to create an early awareness of college opportunities
and the financial aid programs to access them.

2. We favor efforts to increase funding levels for the Pell grants and loan pro-
grams and the committee’s efforts to do so with accountability.

3. We support efforts to make the best possible use of every taxpayedr dollar
spent in support of federal aid programs and believe that monitoring perform-
ance is essential to justify taxpayer confidence.

4. Lastly, and most importantly for today’s discussion, we favor taking all
steps possible to achieve #dministrative simplicity and consistency in the deliv-
ery of grant and loan pregrams.

In our view, the current loan programs serve our students well, they serve our
college well and serve the federal government well in maximizing the leverage of
the federal dollar. The programs are well managed by all participants resulting in
minimal federal risks and costs. In Rhode Island, for example, tge federal default
trigger default rate in 19490 was a low 2.06 percent.

t Bryant we believe that existing loan prograins can and should be improved by
implementing changes to achieve the goals mentioned above and many more with-
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out incurring the substantial risks to students and institutions that proposals like
the direct loan program and the IDEA Credit program present.

One of the most troublesome aspect of the recent public debate on these proposals
is that the arguments have tended to compare the lofty concept of direct loans with
the mundane detail and daily operational problems and weaknesses of the current
loan programs. We are all very familiar with the warts of the current loan pro-
grams and are understandably drawn to an appealing vision of how a Utopian loan
rrogram might orerate——but, at Sottom, to determine whether a major new national
oan program will work, we must have focussed examination of fundamental oper-
ational issues and the details related to the cost effectiveness and efficiency of serv-
ices to the Nation’s students and colleges.

Let me illustrate my point with an example. One of the criticisms of our present
federal loan programs, leveled by students and financial aid officers, is that it is dif-
ficult to identify and speak to the customer service staffs at lender or loan servicing
companies to ask questions about their loans or to check a payment.

This problem is caused in large part by the sheer volume of students compared to
lenders and servicers. It is, therefore, surprising that proponents of the direct loan
concept assert that it would be simpler for students to call the central Department
of Education telephone number for the answers to their questions. Under the IDEA
proposal students might have to call the Internal Revenue Service for such informa-
tion. In theory, this proposal may sound simpler but can you imagine that it would
really be less complicated trying to get a question answered by a single federal
agency or their low-bid contractor?

Having long been a student of public administration and as a former director of
the master in public administcation program at the Kennedy School of Government,
such cavalier promises concern me greatly. Please understand that I have deep re-
spect for our federal public servants and the enormous challenges they face in ad-
ministering federal programs. But responsiveness and ease of access for millions of
students for any large federal department is unlikely to be more effective than our
present system.

My point here is that cur present loan system is based on one of the most success-
ful puolic/private partnerships in recent history. Our present loan programs are
fundamentally sound.

The direct loan and IDEA Credit proposal contain many additional questionable
assumptions and promises. They promise that their programs will be less expensive
for the federal government even though the Treasury will have to borrow all of the
money to provide new loans each year and then later borrow more to pay the inter-
est that i8 accruing and unpaid on the previous year's loans. I understand that this
feature alone will increase the federal debt by $12-815 billion each and every {ear
through the end of the century. Further, the government would also assume all de-
fault risks thereby increasing it's liabilities for default, all servicing and collection
responsibilities and all risks associated with interest rate movements. L

It is also very unlikely, in my view, that the promises of improved monitoring of
program performance and integrity can be achieved. The current programs involve
%uarantee agencies that have monitoring responsibility and financial accountability.

he proposed programs would have no such intermediaries between the government
and risk. Currently, the 50 largest holders of student loans, banks an secondary
markets, own almost 75 percent of all the outstanding loans or $40 billion of the $52
billion outstanding. It would undoubtedly be far easier to more rigorously review
their performance to protect the federal investment than it would be to review the
performance of the thousands of colleges and proprietary schools which, under these
proposals, would essentially be given tederal chec books to draw on. .

Proponents of the pro programs offer promises of administrative simplicity
for student and school alike and even the lure of a $20 per loan administrative fee
to be paid to a cotlege for each loan. Such administrative allowances have been au-
thor.zed before for colleges but have never been paid even though the colleges have
performed the duties for which the allowance was intended.

In closing, please be assured that I did not intend to throw cold water on your
committee’s attempts to explore creative ways to improve the delivery of education
loan capital. Far from it. Rather to convey my belief that those objectives can be
achieved through modifications of the existing programs in ways that will not sub-
ject students or post-secondary institutions or the government to unnecessary risks.

I appreciate the opportunity to share these views with you and would be pleased
to respond to any questions which you may have. Thank you.

Senator PELL. Thank you very much indeed, Dr. Trueheart.
Dr. Silber.
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Mr. SiLsgr. Mr. Chairman, Senator Metzenbaum and members of
the subcommittee, I welcome this oEportunit and am privileged to
testify today. This is a subject on which I and colleagues of mine at
Boston University have been working intensively since about 1974
and from the period of 1974 to 1978 developed many models of how
such direct loan programs would work and developed them in
terms of a tuitior advance fund—which I know skares at least
three important features with the program that has been proposed
for your consideration this afternoon.

The proposed amendments to Title II contain, in the Income-De-
pendent Education Assistance Credit, IDEA, a proposal that is not
only a step, but actually several steps, three steps, in the right di-
rection toward a rational system for financial aid that will remove
some of the last barriers denying higher education to young people
of America and will do so in a fashion that will relieve their par-
ents and the taxpayers of a heavy burden; a no need assessment,
which removes much waste and confusion and also fraud; an
income contingency and IRS collection. Those are three important,
notable steps, and in the development of the TAF proposal, we
have developed much information there that I think can be useful
to you in the refinement of this project over the next 2 years.

DEA embodies these crucial steps that will bring new realism,
effectiveness and reduced opportunity cost to Federal efforts for fi-
nancial aid.

The first of these is that aid under IDEA is available to all quali-
fied students without regard to the financial situation of their own
families. I think that complication you have introduced to say be
sure that they are not eligible for Pell grants before you make
them eligible for these is truly unnecessary, because if you have
the choice between having a grant that you don’t have to repay
and loan that must be repaid at substantial interest, I don’t believe
you are going to have to take very much time to persuade a person
to take the grant instead of the loan.

At present there is no reliable way of determining the accuracy
of claims of financial independence made by students, and a former
Secretary of Education estimated fraud in such reports at about 30
percent. Rather than assessing the need through a bureaucracy
that is cumbrous, expensive and not very accurate, IDEA treats
students on their own terms rather than as children of their par-
ents. Judged on their own terms, of course, most students are indi-
gent or nearly so. But they raduate from college with immensely
increased earning power, well able over time to repay the price of
their education. IDEA shifts a heavy and indeed increasingly im-
possible burden from the shoulders of parents to lay a far lighter
and reasonable burden on the shoulders of the students who are
the direct recipients of the education they receive.

By dispensing with traditional concepts of needs assessment,
IDEA removes a heavy administrative burden from institutions of
higher education and the Federal Government. This is increasingly
a needless burden for, as the price of tuition rises, an increasingly
larg(ia proportion of all students have need and now have massive
need.

A second key principle embodied in IDEA is repayment through
payroll withholding under the watchful eye of the Internal Reve-
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nue Service. At a stroke, repayment of loans under IDEA is guar-
anteed so long as graduates have income. With the IRS involved—
and it wo:'d be a requirement, I presume, under this legislation
that all who take advantage of such loans will have to file income
tax returns—there will be no default through bankruptcy and only
three ways to evade payment: death, disability, or Leavenworth.
And none of these is especially attractive. Thus, another massive
administrative burden wnuld be lifted—that of locating and pursu-
ing delinquent graduates. The cost to the government would be
minimal, that of adding a new box to the W-4 form, which I think
is the simplest way to do it, and transferring funds from one ac-
count of the Treasury to another.

We have already noted the model in the form of the arrange-
ments used to collect Social Security taxes and voluntary political
contributions. Those who speak of the drastic complications that
would be imposed on the IRS overlook the fact that the IRS, with
great simplicity, was able to accommodate to the voluntary politi-
cal contributions.

The third important principle embodied in IDEA is income-con-
tingent repayment. This takes into account the fact that graduates
will attain differing levels of financial success. There is no reason
why young investment bankers should not repay quickly, but grad-
uates working for nonprofit organizations and doing work at least
as valuable to society will be unable to repay at the same rate. And
if they have pursued expensive educations and unremunerative ca-
reers, such as doctors working in inner-city clinics, they may be
forced into bankruptcy no matter how hard they work or how re-
sponsibly they budget their income, if their repayment must be
direct instead of contingent on income.

Under IDEA, there is no reason why the Federal Government
should not serve as the lender, rather than transferrinﬁ this func-
tion at a substantial cost to the banks—a cost paid for, by the way,
by students. I see no reason to prefer the interests of the banks to
the interest of educating our student body and increasing the intel-
lectual capital of this country.

With IRS collection, IDEA loans are a sure thing for the lender,
obviating most of the service functions provided by banks. There is
no reason for banks to be provided with premiums to administer a
risk-free program which the government can administer more
cheaply and without any additional risk.

Mr. Chairman, in 197y8 Senator Kennedy and many others intro-
duced legislation to enact another proposal along similar lines to
IDEA. This grew out of a proposal I had made the year before, the
Tuition Advance Fund, known as TAF, an income-dependent pro-
gram in which repayments were to be made through IRS.

Besides many similarities, IDEA and TAF have many differ-
ences, which I shall not dwell on here. I do see, however, one seri-
ous problem with IDEA. Interest accrues while students are still in
college. This accrual to principal, combined with an interest rate of
T-bill plus 2 percent, will ensure that many graduates will experi-
ence negative amortization. Even after they begin repayment, their
loan balance will increase rather than decline.

I believe that any workable program will need to address this aif-
ficulty in some way, perhaps by cross-subsidies between richer and
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poorer students as in the case of H.R. 2336, or the government
could forego its 2 percent premium on the T-bill rate. It is prepared
to borrow money at the T-bill rate; why should it not lend at the
same rate, for these loans are an investment in our miost precious
natural resource—human intelligence. I think it is very important
to distinguish between investment and consumption. For us to set
aside funds, to borrow funds at T-bill rates and have them repaid
at T-bill rates in order to increase the intellectual capital of this
country and make us more competitive by a better work force isa
lot better than to talk about doing the same thing and taking on
additional debt that will have to be repaid which is for consump-
tion instead of for investment.

1 was surprised that the undersecretary of education failed to
make the important distinction between taking on an obligation for
the purpose of investment as opposed to consumption.

TAF, 1 believe, was a good idea and still is. Its time had not come
because in 1978 the crisis in financial aid had not yet mushroomed
to an extent that vast exceeds the resources, financial and moral,
of most conscientious parents and the hardest-working students.

Senators Simon and Durenberger have made a major contribu-
tion to the development of a sound policy with regard to Federal
financial aid to students in higher education by their amendment. I
understand that the system requires not one more round of adjust-
ments and funding increases, but a major renovation. IDEA pro-
vides a vehicle for that renovation.

Thank you.

: [Th]e prepared statement of Mr. Silber (with attachments) fol-
ows:

PREPARED STATEMENT OF MR. SILBER

Mr. Chairman, Senator Kassebaum, members of the subcommittee. I am grateful
for the privilege of testifying today.

The proposed amendments to Title II contain, in the Income-Dependent Education
Assistance Credit (IDEA), a proposal that is not merely a step, but several steps in
the right direction towards a rational system of financial aid that will remove the
last barriers that deny high education to the young people of America, and do so in
a fashion that will relieve their parents and the taxpayer of a heavi burden.

IDEA embodies several crucial principles which, if enacted, will rinF a new real-
ism, effectiveness and reduced opportunity cost to federal efforts for inancial aid.

One of these is that aid under IDEA is available to all qualified students without
reqard to the financial situation of their own families. At present there is no reli-
able way of determining the accuracy of claims of financia independence made by
students. Rather than assessing need through a bureaucracy that is cumbrous, ex-
pensive and not very accurate, IDEA treats students in their own terms rather than
as children of their parents. Judged in their own terms, of course, most students are
indigent or nearly so. But they graduate from college with immensely increased
earning power, well able, over time, to repay the price of their education. IDEA
shifts a heavy burden from the shoulders of parents and lays a far lighter one on
the shoulders of students.

By dispensing with traditional concepts of needs assessment, IDEA removes a
heavy administrative burden from institutions of higher education and the federal
government. This is increasingly a needless burden: for a the price of tuition rises,
ageiincreasingly large proportion of all students have need, and now have massive
need.

_ Another key principle embodied in IDEA is repayment through payroll withhold-
ing under the watchful eye of the Internal Revenue service. At a stroke, repayment
of loans under IDEA is guaranteed so long as graduates have income. With the IRS
involved, there will be no default through bankruptcy and only three ways to evade
repayment: death, disability, or Leavenworth. None of these is especially attractive.
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And thus another massive administrative burden would be lifted: that of locating
and pursing delinquent graduates. The cost to the government would be minimal:
that of adding a new box to the W-4 form and transferring funds from one account
at the Treasury to another. We already have the model in the form of the arrange-
ments used to collect social security taxes and voluntary political contributions.

The third important principle embodied in IDEA is income-contingent repayment.
This takes into account the fact that graduates will attain differing levels of finan-
cial success. There is no reason why young investment bankers would not repay
quickly. But graduates working for non-profit organizations and doing work at least
as valuable to society (as investment banking) will be unable to pay at the same
rate, and, if they have pursued expensive educations and unremunerative careers—
doctors working in inner-city clinics, for example—may be forced into bankruptcy
no matter haw hard they work or how responsibly they budget their income.

Under IDEA there is no reason why the federal government should not serve as
the lender, rather than transferring this function, at a substantial cost, to banks.
With IRS collection, IDEA loans are a sure thing for the lender, obviating most of
the service functions provided by banks. There is no reason for banks to be provided
with premiums to administer a rigk-free program which the government can admin-
ister more cheaply and without any additional risk.

Mr. Chairman, in 1978 Senator Kennedy and others introduced legislation to
enact another proposal along lines similar to IDEA. This grew out of a proposal I
had made the year before, the Tuition Advance Fund (TAF), an income-dependent
program in which repayments were to be made through the IRS.

Besides many similarities, IDEA and TAF have many differences. I shall not
dwell on these here. 1 do see, however, one serious problem with IDEA> Interest
accrues while students are still in college. This accrual to principal, combined with
an interest rate of T-Bill +2, will ensure that many graduates will experience nega-
tive amortization: even after they begin repayment their lcan balance will increase
rather than decline. I believe that any workable program will need to address this
difficulty in some way, perhaps by cross-subsidies between richer and poorer stu-
dents, as is the case with H.R. 2336. Or the government could forego its 2 percent
premium on the T-Bill rate. It is prepared to borrow money at the T-Bill rate. Why
should it not lend at the same rate? For these loans are an investment in our most
precious national resource: human intelligence.

TAF was, I believe, a good idea. I believe it still is. Its time had not come because
in 1978 the crisis in financial aid had not yet mushroomed to an extent that vastly
exceeds the resources, financial and moral, of the most conscientious parents and
hardest-working students.

Senators Simon and Durenberger have made a major contribution to the develop-
ment of sound policy with regard to federal financial aid for students in higher edu-
cation. They understand that the system requires not one more round of adjust-
ments and funding increases but a major renovation.

IDEA provides a vehicle for that renovation.
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) THE TUITION ADVANCE FUND
Testimony of John R. Silber, President, Boston University
before the National Commission on Student Financial Assistance
Washington, DC, April 25, 1983

In recent years Anericans have become increasingly aware
of the need to build up the nation's physical and financial
capital. Through the efforts of the Reagan adminiatration, the
national debate on this {gsue has in large part shifted from '
the queation of whether capital needs to bn developed and
paintainnd to the question of how best to do so.

We have not yet adequately recognized, howvever, that
there is a third kind of capital -- intellectual cabitnl -

—_;hich is as important as the other two kinds. ‘1o fact the
development of physical and financiel capital depends upon it.
Intellectual capital {s fundamental to the wealth of nations in
a way that physical capital is not. This can be seen in the
example of Japan, a nation with next to nothing in natural
resources, a country that is deficient even in arable land. By
rubstituting intellactual capital for physical capital --
substituting treined intelligence and ita products for natural
resources -- Jopan hag built the third greatest economy in the
world.

1 emphasize the imporcance of ttainod intelligence, for
in the Third World there are many desperately poor countries
that are far richer in resoutces than Japan and whose people
are on the average as intelligent. But these countriea fail to
convert the raw material of native intelligence into
{ntellectual capital through sducation, and in conssquence they
languish in poverty and political opyression -~ which are the
harvest of {gnorance. Japan, through its intense and pervasive

programs of education, flourishes in prosperity and freedom,
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providing a spectacular example of the manner in which
education can be liberating both to individuals and socisties.

To & large extent, of course, the same could be said of
the United States, where much 1ip service and a great desl of
money are paid to education., But wore and more the provision
of money is coming to be as ineffective as the 1ip servics.
This problem is not peculiar to highsr education. There is,
for exsmple, widespread conlonsui that oﬁr elementary and
secondary schools are failing in their basic tasks, a failure
reflected in the decade-long doclino.in SAT scores no less thsn
in our national plague of functional illiteracy.

In bigher education, we are facing disaster. A period of
violent inflation has driven the cost of higher education up
sharply. It has been followed by a period of demographic
decline, which is sharply reducing the pool of students to be
educated. The combined result is a cubstantial increase in the
unit cost of higher education well beyond the increase driven
by inflation alone., If we try to muddle through, wideapraad
bankruptey among the institutiony of the independent sector and
a dangerous and extremely expensive force-feeding of those in
the state sector will follow. The states will gain a virtusl
monopoly on higher education; diversity in higher oducltion.lnd
the taxpayer's pocketbook will be the casualties.

Our stock of intellectual capital will grow less rapidly
than it might, and we will continue the unconscionable waste of
capital entailed i{n the under-education and mis-education of

the poor and the minorities.
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1t is sgeinst this prospsct, no less than against the
background of widely recognized deficiencies in the present
system of federal financial sid, that T come before the
Comnission today.

We are faced with two imperatives: ensucring that no young
Anerican will be denied access to higher education because of
his {nability to pay for college at tho.tine of his attendance,
and maximizing the extent to which hc eventuelly pays for the
educational benefit he received as a Btbd‘ﬁto: The existing
system of fedarally-guaranteed loans recognizas that students
can and should psy for much of the cost of their higher
education. But it is flawed by failing to guarentee repaynent
and by charging'lnterenc rates that now impose interest costs
that mount up tc & sum frequently exceading the original loan
within seven years. Such loans are confiscatory in oﬁfccc and
usurious by bistorical standards thst were accepted as recently
as ten years ago. They are inducements to default and
bankruptey.

The provision of access to higher education is cruciasl to
intellectusl capital formation: whatever intellectual ccpicil
has been developed in our high school seniors is scattered
among them without regard to the financisl ststus of their
parents. While it 1s true that the children of tha affluent
will, as a group, have had access to suparior elementary and
gecondary education, and more parental encouragement et home
than the children of the poor, who will, as s group, have been

shortechanged to varying degrees in all thege 8resas, the
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brightest and most promising atudents will appear in all social
and economic groups. Any aystem of higher education which
allocates superior education {n terms of parental {ncome alone
will, therefore, in addition to comitting a grave injustice,
waste intellectual capital built up at great cost earlier in
the educatioral process.

The ideal system of financing higher aducation would,
therefore, make family fncome as nearly irrelevant as possible
to the attainment of higher education, while requiring those
who have been educated to contribute a major portion of the
cost of their education.

To meet those two key objectivea I have proposed a
comprehensive aystem of federal funding for higher education
which would provide educational opportunity =- both in accesa
and in choice -~ more equally and more extensively than
anything dreamed of by the Democrata and which will increase
the responsibility for gself-relfance and, within a few yeara,
reduce the federal role {n higher education more drastically
than anything proposed by cthe Republicans. This systematic,
comprehens{ve plan for the finsacing of highet education 1 have
called the Tuition Advance Fund (TAF).

Uinder TAF, any undergraduate degree-candidste {n an
accredited institution could be advanced money to pay for
tuition, to a limit of perhaps $7,000 a year for four yeara.
After graduation, students uop1§ tepay through a new peyroll

vithholding tax, adwiniatered by the IRS, on a sliding scale

thut might rea.h $% of gross income at meximum. There would be
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no repayment on incomes below & certain level -- pethaps
$10,000 a year. This repaymsnt would continue until
one-and-a-half times the original had been tepaid, Thig excess
of repayment over advance would {nsure the Fund against the
unemployment and eerly death of some of those who hay gotten
advances. Repayment of one-and-one-half times the advance
would still be & bargain for the recipient, for the financial
benefit that proceeds from having ettended collage will, on the
average, exceed the total repayment obligation by tventy-five
times. In 1977 the Bureau of the Cansus estimated that the
average college graduate earned over & lifetime $232,000 more
than the average high school graduate, That is approxivately
$375,000 in 1982 dollars. The oaxinun TAF repayment obligation
-= advance plus surcharge -- would be about 12% of thie
amount. The average TAF repayment obligation would b no more
than 4%.

In fifteen to twenty years, repsyments to the Fund and
{ts investment income would reach a level sufficient to meet
future claims against it. ‘The Fund would then bacome |
self-supporting and constitute & vast national endowment for
the education of collegs and univarsity students. In ten to
twenty yeatrs more, every cent originally appropriated to the
Fund out of tax revenues could be returned to the federal
government: This would be. e national ticst,

The adninistration of the program would be simplicity
itgelf. A student admitted to degree candidacy at an

accredited college or university would be issued an account
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under his sociel security nunber. Hs would psy his tuition --
or most of {t -- simply by preaenting his sccount nuaber to his
burser, who would bd{11 the !hﬁd. After graduation, when ha wes
employed snd filled out his W-4 form, he would check & box
perked indiceting thet he had an outstanding obligetion to the
Tuicion Advance Fund. Hia employer would then deduct from hia
salary at the appropriate rste end remit the TAF payment to the
Tressuty slong with {ncoma snd socisl sscurity tsx
withholdinga. Anelagous procedures would cover the
self-employed.

I need hardly point out the advantages of such a systenm
to this Commission. The present syatem for needs assessment {s
comblicaced. cunbersome, axpenaive, and highl: {neffective: the
Depsrtment of Education has estimated that 35% of the perantal
income statements contain some element of deception or fraud.
“ner® ig slso a merious problem csused by the existence of the
bogus "{ndependent" etudent, who says "Yes, my father does make
$200,000 s yesr, but that's noc relevant to my situation; he
hss cut me off without e penny."” Sometimes such cleims sre
true, end should be teken into cons{deration by an squitable
system of financial sid; uvauslly, hovever, they are felse, made
merely tu get sround an {nconvenient £ncoﬁo ceiling. There ie
no avidence, for exsmple, of e wave of disinheritance sweeping
Peirfield County, Connecticut. Even when thers {s no eiament
of frsud, a thoroughly equitsble syetem of finanzial eid would
require an i{nvsaion of family and individucl privacy that no

university and no office of education {a qualified to make, or
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could make undar the Constitution.

TAF eolvas these problezs by & deamatic revision of the
concept of need: it deale with the student as an individuel,
cather than as @ manber of @ fanily.

The grest mejority of atudents, taken as individuals, ars
close to indigency. Their need as studente {s roughly equal to
their educetional expenses. It makes much better sense to
consider them all as paupers for the moment and then exact
tepayment at e rate automatically indexed to their individual
prosparity in later life.

But even if we consider them as members of & femily, the
tact 1s that 951 of the fanilies in Anerica need some help to
see one child through college end eubstantiel help to ese woOTS
than one through college et the same tiwe. 5% of the femilies
do not, Should we deny a rationsl system of aid to the 95%
siuply because it may benefit the 5%? .

In s parellel case, that of the public highvways, we
decided to dispanse with a needs test. We do not ask for a
1040 form from someons vho wants to drive on an Interstate
bighvay beceuse we recognize chop relatively few people can
afford helicopters or their own private voads. Similar
principies ought to cover the provision of gueranteed-repayment
advances for college tuition.

The Tuition Advance Fund likewise offera major advantages
{n collection. The present systen {9 no better et collection
than at needs assessment.

Default on Guaranteed Student Loens has bean running
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about 12% across the board and above 25% in soue institutions;
the government has already psid $1.7 billfon in defaulted
loans, a sum which i{s about C.Bhitd of the 1980 national loss
from theft of all sorts, about two-thirds the loss from
burglary, nearly equsl to the loss from larceny, five times the
loss from armed tobbery. Thie {s a scendal. At least ss
important as the financisl cost of the defsult {s the moral
cost, as hundreds of thousands of young people are encouraged
or at least permitted to begin adult life with a massive
renunciation of responsibilicy in which bankruptcy and defsult
becoma 8 secular rite of passags.

The Tuition Advance Fund would solve this problem at a
stroke: collections would he managed by the bhighly efficient
methods of the Internsl Revenue Service, This would leave
pereons having an obligstion to repsy with only three wsys of
defaulting: through unemployment; through death; end through
Leavenvorth., None {8 especfally attractive, Bankruptcy would
not be an option, for TAP does not estsblish a conventional
debt, but tather sn obligstion to psy a special rtax at
specified rates until a .picifled totsl has baen paid.
Bankruptcy might wipe away all debts, “ut there would etill be
ar obligation to continue paying the TAF tax until full
repsyuent, retirement, or death supervened. To judge from the
record of the GSL program, nothing is less sute than debt
repayment; but tax payment under the IRS code continues io 141] ]
death & close second for certainty.

To establish thie endowment fully funded for all
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undergraduatea would cost approximately $12 billfon a year in
1982 dollers. Approximately ;a.s billfon ﬁould g0 to ltudnqta
{n etate-supported fustitutions, and about $7.5 billion to
atudents in independent inatitutiona. Increasingly
adninigtrators of state institutions are going to face the
problem of either having to increase their tuition or of having
to vreduce the quality of their {nstitutions. The need for the
Tuition Advance Fund ia going to intanaify in the state aector
just as it has {n the {ndependent sector. The benefita ate
there for both. Approximately $5 billfon of the $12 billion
total could be funded from programs that TAF would taplece.
The remainder of $7 billion can be put into perspsctive by
renembering that it ia less than 1% of the cperating budget of
the federal government, and less than 1/4 of 1% of the Grosa
National Product. )

This program would be, it should be.emphanizod. unlike
every other federal appropriation, because it would have a
claar and visible sunaet ahesd of it: at some point within
three senatorial terms, the total of repayments into the Fund
and {ts investment income would be equal to the advances paid
out, and the Fund vorld no longec tequir~ tax support. Because
of the complexities of such vatiables as i{nflation, it is not
possible to be certain in pteciioly how many years the Rmd
would become self-suataining. But we can say with great
certainty that self-funding would be attained within fi!éoen to
twenty years. Moreover, after a turther petiod, the Fund would

attain a surplus that would allov it to repay to the federal
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government all the originsl funding.

o ould end the 1 role {n financing student aid.
t time that it s parents and students wit
more s her educa than Democrat hes

proposed or_could hope to See enacted, the Fund provides for a
higher percentage of pepayment, grester individual

self-reliance, snd a et y n in federal aid to higher

educatfon then any Republiccn has proposed or could hope for.
The Tuition Advance Fund {s a perfectly responsible wsy of
funding higher education because those who ve the
educational benefit {n advance will psy for it during their

working l1ifetime through payroll deductions.
The demographics of the Tuition Advance Fund invert those

of Soclal Security: an {ncreasing number of repayers egainst a
decreasing or stable number of recipients guarantees its
financisl integrity. It is like a college whose enrollmant .
remaiﬁs roughly constsnt but whose alumn{ incteass annually.

While meeting the educational goals of the Congress, TAP
would be fully conaistent with Mr. Reagan's aupply-side
economics, for it is an investment in capitsl focrmation rather
than a program of conaumption.

The present federsl system for financial eid was put
together in patchas during a perfod when higher oduclcioﬂ vas
expanding end perpetually increasing federal spanding was the

custom, and widely ccnsidered a desirable one. Higher

-y
O
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education now facea a new and different reality. The pool from
which it draws its atudents haa begun to sbhrink, and President
Reagsn has maasive naticnel support to put federal epending
under firm control. Higher education ou;ﬁ; to get its house in
order by aupporting a comprehensive reform of federal finsncial
aid that promises long-tera reductiona in federal apending.
Under the funding wechanism proposed for TAF, spending on
higher education becomes investment rather than conaumption,
This is the high ground from which higher education can reapond
to inevitable budget cuts. The Tuition Advance Fund offara the
potential of a guaranteed phase-out of a major part of the
education budget while preserving and indeed anhencing our
abilicy to provide higher education to every qualified atudent.
Until federal deficits are brought under better control,
tealism compels us to the conclusion that a program calling for
{ncreased spanding for higher education -- even a témporary and
self-cancelling {ncrease such as TaF == has only a linited
chance for enactment. But the case for TAF can be made, even
at this time, as esaential to our nation's economic wellsbeing -
on which our national defense ultimately dependa. And when en
improved econoty givea the federal government aome room for
maneuver, the Tuition AMdvance Pund will be seen as the obvious
solution. It will remove & heavy, almost unbearable burden
from tha oacks of parents and place an easily manageable one on

the shoulders of each student.
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Senator PELL. Thank you, Dr. Silber.

Mr. Wenc.

Mr. WeNc. Mr. Chairman, members of the committee, my name
is Leonard M. Wenc. I am beginning mf' 21st year as director of
student financial services at Carleton College in Northfield, MN.

It is my intent to speak to you on the subject of direct lending as
contained in the IDEA credit proposal submitted by Senators
Simon and Durenberger.

My tenure as a financial aid adininistrator began in 1965 with
the implementation of the Higher Education Act in 1965. I would
be remiss if I did not recognize the important role of Congress in
making available programs of student assistance that have now
grown well beyond their modest beginning and which now play a
pivotal role in meeting our public policy goals.

What has now become abundantly clear is that our largest Fed-
eral student loan program is in need of review. What we now have
is a window of opportunity which will allow the student loan pro-
grams now in place to be seriously scrutinized with the possibility
of substantial changes in what has become the major student aid
program currently available to students. This window of opportuni-
ty was brought to my attention during the time that I served as an
intern in Representative Tim Penny's office this past winter.

The concept of a direct loan program as raised by the current ad-
ministration offered what I believe to be a unique opportunity to
address what many believe to be a serious problem in the guaran-
teed student loan program.

My concern was further raised by the demise of the Higher Edu-
cation Assistance Foundation in my own State.

I am now concerned that the fragile equilibrium necessary for
ang further continuation of this program is under severe strain.

tudents—not lenders, not guarantee agencies, not secondary
markets—are and should remain our primary concern. However, it
became apparent that confidence in the credibility of the guaran-
teed student loan program was severely shaken and its future
clouded by reports such as those by Senator Nunn's commiitee.

It became obvious to me that the reauthorization process would
be an appropriate vehicle to examine options to the current system
of student lending and the financing of alternative loan options. I
am pleased to recognize that both the Senate and the House now
have an opportunity to assess such proposals which offer both chal-
lenges and opportunities.

After careful consideration, I am now convinced that a major
change involving the opportunities provided by replacing the cur-
rent guaranteed student loan program with the IDEA credit pro-
posal introduced by Senators Simon and Durenberger warrants se-
r{;)us consideration by all of us who recognize the need for major
change.

Let me summarize my observations on this subject by making
the following three points. One, the complexity and the number of
players involved in the current program cries out for reform. Incre-
mental change will simply not work. The facts dictate that the
time for major change is at hand. Courage and leadership must not
be founddwanting if indeed public support for student aid is to be
continued.

Q

131




124

Any new program must recognize that students are both the con-
sumer and the product of the education they receive. Administra-
tive convenience of institutions is a factor but not the unly factor
in contemplating new alternatives. I am convinced that institutions
who administer a direct loan program in the form of the Perkins
loan program already have the necessary expertise in place to suc-
cessfully administer a tl;a:ger direct loan program.

Second, the guaran student loan program now serves low-
income students in a way all out of proportion from its original
intent. This results in the students witlim) the greatest need being in-
timidated by a complex delivergesystem. Direct funding as proposed
by Senators Simon and Durenberger would put the subsidy where
it should be, namely, at the end of the payout years. This approach
is different from the current one, which offers subsidies at the
front end of the process and without allowing the beneficiaries of

13

the education an opportunity to repay without the need for a subsi-

y.

The trade-off of eliminating the in-school subsidy of interest will
allow substantial savings which can be used to bolster the funding
of the Pell grant program for those students who are most needy.
It should also be understood that the elimination of origination and
guarantor fees now assumed to average 6.6 percent will allow a stu-
dent who borrows $10,000 over 4 years to have $660 extra to apply
toward educational expenses. In addition, income-sensitive repay-
ment via IRS systems will contribute to the integrity of the pro-
gram. :

The current environment in which Congress and higher educa-
tion find themselves in has changed dramatically since the imple-
mentation of the Higher Education Act of 1965. Your leadership
and courage in addressing these changes should dictate a serious
consideration of direct lending as a viable option for inclusion in
the final reauthorization legislation.

Someone once said that when the future arrives, it will be met
by two kinds of people—those who have helped shape it and those
who have to adjust to it. It is my hope that all of us will be in the
former group.

Please accept my deep appreciation for allowing me to appear
before you today to discuss this most important matter.

[The prepared statement of Mr. Wenc follows:]

PREPARED STATEMENT OF MR. WERC

Mr. Chairman, members of the committee, m¥‘ name is Leonard M. Wenc. | ain
beginning my 21st year as Director of Student Financial Aid Services at Carleton
College in Northfield, Minnesota.

It is my intent to speak to you on the subject of direct lending as contained in S.
1845, the IDEA Credit proposal submitted by Senators Simon an Durenberger.

My tenure as a student financial aid administrator began in 1965 with the imple-
mentation of the Higher Education Act of 1365.

I would be remiss if I did not recognize the important role of Congress in making
available programs of student assistance that have now grown well beyond their
modest beginnings and now play a pivotal role in meeting our public policy goals.

What has now become abundantly clear is that our largest federal student loan
program is in need of review. What we now have i8 a "window of opportunity”
which will allow the student loan programs now in place to be seriously scrutinized
with the possibility of substantial changes in what has become the major student
aid program currently available to students.
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This “window of opportun. y” was brought to my attention at the time that I
served as an intern in Representative Tim Penny’s office this past winter. The con-
ce‘)t of a direct loan program as raised by the current administration, offered what I
believed to be a unique opportunity to address what many believed to be more seri-
ous problems in the Guaranteed Student Loan program. My concern was further
raised by the demise of the Higher Education Assistance Foundation (HEAF) in my
own state. I am now concerned that the fragile equilibrium necessary for any fur-
ther continuation of this program is under severe strain.

Students—not lerders, guarantee agencies, or secondary markets—are and should
remain our primary concern. However, it became apparent that confidence in the
credibility of the Guaranteed Student Loan program was severely shaken and its
future clouded by reports such as those by Senator Nunn’s committee.

It became obvious to me that the reauthorization process would be an appropriate
vehicle to examine options to the current system of student lending and the financ-
ing of alternative loan options. I am pleased to recognize that both the Senate and
the House now have an opportunity to assess such proposals which offer both chal-
lenges and opportunities.

After careful consideration I am now convinced that ~ major change involving the
opportunities Xrovided by replacing the current Guarantee(ﬂ Student Loan program
with the IDEA Credit proposal introduced by Senator Simon and Durenberger war-
rants serious consideration by all of us who recognize the need for change.

Let me summarize my observations on this subject by making the following three
points:

(1) The complexity and the number of players involved in the current program
cries out for reform. Incremental change will simply not work. The facts dictate
that the time for major change is at hand. Courage and leadership must not be
found wanting if indeed public support for student aid is to be continued. Any new
program must recognize that students are both the consumer and the product of the
education they receive. Administrative convenience of institutions is a factor but
not the only factor in contemplating new alternatives. I am convinced that institu-
tions who administer a direct loan program is the form of the Perkins Loan pro-
fram. alreadi' have the necessary expertise in place to successfully administer a
a

er direct loan &r:agram

(2) The Guaran Student Loan program now serves low-income students in a
way all out of proportion from its original intent. This results in these students with
the greatest need being intimidated by a complex delivery system. Direct funding as
proposed by Senators Simon and Durenberger would put the subsidy where it
should be, namel at the end of the payout years. This approach is different from
the current one vhich offers subsidies at the front end and without allowing the
geneﬁciaries of the education an opportunity to repay without the need for a subsi-

y.

(3) The trade-off of eliminating the in-school subsidy of interest will allow substan-
tial savings which can be used to bolster the funding of the ¥ell Grant program for
those students who are most needy. It should also be understood that the elimina-
tion of origination and guarantor fee now assumed to average 6.6% will allow a stu-
dent who borrows $10,000 over four years to have $660 extra to ap})lg toward educa-
tional expenses. In addition income sensitive repayment via the 1.R.S. system will
contribute to the integrity of the program.

The current environment which Congress and higher education find themselves in
has changed dramatically since the implementation of the Higher Education Act of
1965. Your leadership and courage in addressing these changes should dictate a seri-
ous consideration of direct lending as a viable option for inclusion in the final reau-
thorization legislation.

Someone once said that when the future arrives it will be met by two kinds of
geople. those who have helped shape it and those who have to adjust to it. It is my

ope that all of us will be in the former group.
lease accept my deep appreciation for allowing me to appear before you today to
discuss this most important matter.

Senator PELL. Thank you very much.

Now we'll hear from Mr. Bronson.

Mr. BRoNSON. Good afternoon. I am Oswald P. Bronson, Sr,
president of Bethune Cookman College in Daytona Beach, FL. I am
also chairman of the Council of Presidents for the United Negro
College Fund and chairman of the board of directors for the Na-
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tional Association for Equal Opportunity in Higher Education,
known as NAFEO.

I am pleased to appear today on behalf of the 41 member (;))resi-
dents of the United Negro College Fund and the almost 50,000 stu-
dents who attend our institutions, 117 colleges and universities of
NAFEO, and nearly 300,000 students.

Fully 90 percent of our students receive some form of Federal
student assistance, and today I must tell you that 21,000, or 51 per-
cent, of all UNCF students receive Stafford or aranteed student
loans. This represents a marked increase in student borrowing and
one we believe must change from the situation just 10 years ago.

In 1982-83, about 11,000 UNCF students were Stafford loan bor-
rowers, while in 1991-92, almost 22,000 are borrowers in this pro-
graﬁn. I would suspect the same represents the public sector as
well.

As an appendix to my testimony, I have provided a graphic illus-
tration of the dramatic shift of Federal Student Aid funds received
by UNCF students from grants to loans.

It is that dramatic shift from grants to loanc and the proposal by
a longstandingefriend of the Nation’s historically black colleges and
universities, Senator Paul Simon, that brings me here today. I
came to speak to our friend Paul Simon and to other members of
the committee to urge caution in ‘\;our consideration of the Simon-
Durenberger proposal and to ask each of you to pause before
taking any action on S. 1845.

The process of reauthorization of the Higher Education Act
began almost 1 year ago. The Senate is at a critical decisionmaking
stage in that process, and the House commitiee has completed
action on its version of this critical legislation. We ask at this late
date in the process to wait and consider Simon-Durenberger.

I am afraid that millions of low and middle-income students at
UNCF colleges and NAFEO students can't wait, nor can they
afford to place their hopes for the opportunity of a college educa-
tion on this IDEA.

Let me explain. IDEA as proposed in S. 1845 is another form of
direct lending. As such, it will require colleges and universities to
assume and perform tasks they do not now perform in the lending
process.

Among the new tasks the institution will be required to perform
are those related to originating loans, six of which were identified
by GAO in its report: forecasting loan volume; requesting cash ad-
vances from the Department of Education; receiving and managing
Federal loan funds; providing promissory note and disclosure state-

ments to student borrowers; securing student signatures on promis-
SO‘,'[Y notes, and transferring promissory notes to the loan servicer.
he Credit Reform Act of 1990 imposes complex information re-
%uirements on lenders that provide guaranteeJ student loans. The
redit Reform Act requires lenders and guarantors to provide hun-
dreds of different data elements to the Department of Education
regarding their student loan portfolios. That burden would now
{lav(;e to be borne by the institutions should they become the direct
enders.
Default reduction remedies, including delayed disbursement, col-
lection of references, driver’s license information and other borrow-
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er information data collection requirements will now fall squarely
on the shoulders of institutions, since the lenders and guarantors
will no longer be players in the program.

Institutions of higher education will also be subject to increased
internal auditing as well as scrutiny and recordkeeping by the De-
partment of Education. This is as it should be if institutions are
going to become responsible for administering, in the case of Be-
thune-Cookman College, over $4 million in GSLs, supplemental and
PLUS loans for 1,573 of our 2,100 students.

What we do not understand is this. Why should anyone expect
untrained and understaffed student aid officers at small and
medium-sized institutions to administer, error-free, a program that
the lenders and guarantors seem unable to implement?

Second, if it costs the government a subsidy and a special allow-
ance to operate the GSL program now, why should colleges and
universities carry out this same task for a $20 per loan administra-
tive fee?

Finally, Mr. Chairman, what if IDEA fails, and students get their
loans late or not at all, and the entire system experiences the
equivalent of a complete shutdown?

I believe that Dr. John L. Henderson, president of Wilberforce
University in Ohio, summed up quite well my views and those of
my fellow UNCF presidents and other colleagues in NAFEO on
March 21, 1991 when, in response to a question from Senator
Kassebaum on the advisability of instituting a direct lending pro-
gram, he said: “I can’t speak for all college or university presi-
dents, but I certainly feel that Wilberforce University does not
want to be in the lending business nor do we want to be in the debt
collecting business. We are primarily educators, and whereas we
are concerned about students finding assistance to enable them to
pursue a college degree, a college education, I just simpi don't
think lending money and collecting those debts really is in the pur-
view of an educational institution.’

While UNCF is still completing a thorough analysis and institu-
tional impact of the Simon-Durenberger bill, we do have some pri-
mary thoughts on the proposal.

Our concerns fall into two main categories. First, the propose re-
duction in the maximum award under S. 1845 to $3,000 when com-
pared to the Senate subcommittee bill, $3,600, as reported to the
full Labor and Human Resources Committee as an amendment to
S. 1180, the Higher Education Act Amendments of 1991, and the
$4,500 provided in H.R. 3553 as reported by the House Education
and Labor Committee on October 23, 1991, and the $3,700 amount
requested by the Bush Administration in its fiscal year 1992 educa-
tion budget is, in our opinion, counterproductive.

Finally, Mr. Chairman, IDEA in our opinion exacerbates rather
than solves the loan-grant imbalance problem by providing even
greater opportunities for students to go into debt while going to col-
lege. Increasing annual and cumulative student loan debt limits
does nothing to reduce defaults. Rather, it invites more and more
students to borrow more and more money, thereby indenturing
themselves to higher-paying jobs. We cannot eliminate defaults
unless we assure graduation and provide full employment. We can
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only eliminate defaults by not making loans to educationally at-
risk and very low-income students in the first place.

That concludes my formal testimony. Thank you very much.
‘ l[;I‘he repared statement of Mr. Bronson (with an-attachment)
ollows:

PREPARED STATEMENT OF MR. BRONSON

Good afternoon, 1 am Oswald P. Bronson, Sr., President of Bethune-Cookman Col-
lege in Wna Beach, Florida. I am also chairman of the Council of Presidents for
the United Negro College Fund, and chairman of the board of directors for the Na-
tional Association for Equal Opportunity in Higher Education (NAFEO). I am
pleased to appear today on behalf of the 41 member presidents of the United Negro
College Fund (UNCP and the almost 50,000 students who attend our institutions.
Fully ninety percent of our students receive some form of federal student assistance,
and today I must tell you 21,782 or 61 qgl:'oent of all UNCF students receive Stafford
or Guaranteed Student Loans (GSL's). This represents a marked increase in student
borrowing—and one we believe must change—from the situation just ten years ago.
In 1982-88, about 11,000 UNCF students were Stafford loan borrowers, while in
1991-92 almost 22,000 are borrowers in this program.

As an t;gpendix to my testimony, I have provided a gaphic illustration of the dra-
{natic shift of Federal Student Aid Funds received by UNCF students from grants to
oans.

It is that dramatic shift from loans to i;'rants, and the proposal offered by a long-
standing friend of the Nation’s historically black colleges and universities—Senator
Paul Simon—that brings me here today. I came to speak to ~ur friend Paul Simon,
and to the others members of this committee, to urge caution 1. ;our consideration
of the Simon-Durenberger roposal, and to ask each of you to pause before taking
any action on S. 1845, the Financial Aid For All Students Act.

Ve at UNCF believe that caution and careful study are required because too
much is at stake to act precigia‘t\ously on this bill. Although the Income-Dependent
Education Assistance Act UDEA) is ten years old, tiie Simon-Durenberger proposal
has only been placed before this committee ir the last ten days. For all its warts
and imperfections, 1 for one am not prepared to throw away a GSL program that
delivers $18 billion dollars in loan capital to 4.6 million students, for an untested
theory and an untried IDEA

It is too much to ask of our institutions and our students—that we make the great
leap of faith from a tized but tested horse, to a steed with much promise but no
track record.

The process of reauthorization of the Higher Education Act began almost one
{;aar ago. The Senate is at a critical decision-making stas}? in that process and the

ouse committee has completed action on its version of this critical leginlation. We
are asked at this late date in the process to wait and consider Simon-Durenberger. 1
am afraid that millions of low- and middle-income students at UNCF colleges can’t
wait, nor can they afford to place their hopes for the opportunity of a coliege educa-
tion on this IDEA. Let me explain.

IDEA REPRESENTS A BURDEN FOR SMALL/MEDIUM-SIZED INSTITUTIONS

IDEA, as proposed in S. 1845, is another form of direct lending. As such, it will
require colleges and universities (and other title IV elrifible postsecondary institu-
tions) to assume and perform tasks they do not now perform in the lending process.

Among the new tasks that institutions will be required to perform are those relat-
ed to originating loans—six of which were identified by GAO in a recent report:* (1)
Forecasting loan volume; (2) requesting cash advances from the Department of Edu-
cation; (3) receiving and man federal loan funds; (4) providing promissory note
and disclosure statements to student borrowers; (6) securing student signatures on
promissory notes; and (6) transferring promissory notes to the loan servicer,

The Credit Reform Act of 1980 im complex information requirements on
lenders that provide guaranteed student loans. The Credit Reform Act requires

1 "Student Loans—Direct Loans Could Save Money and Simplify Program Administration,”
Brie Report to the Chairman, Subcommittee on Postsecondary Education, Committee on
?&ﬁc)at on4z‘;2;iz)Labor, House of Representatives, U.S, General Accounting Office (September
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lenders and guarantors to provide hundreds of different data elements to the De-
partment of Education regarding their student loan portfolios—that burden would
now have to be borne by the institutions should they hecome the direct lenders.

Default reduction remedies, including delayed disbursement, collection of refer-
ences, driver’s license information, and other borrower information data collection
requirements will now fall squarely on the shoulders of institutions, since the lend-
ers and guarantors will no longer be players in the program.

Institutions of higher education will also be subject to increased internal auditing,
as well as scrutiny and recordkeeping by the Department of Education. This is as it
should be, if institutions are foing to become responsible for administering—in the
case of Bethune-Cookman College—$4,572,616 in GSL's, supplemental and plus loans
for 1,573 of our 2,144 students.

I am personally concerned about this attempt to impose on Bethune-Cookman Col-
lege, a responsibility we do not seek, one which we are ill-prepared to undertake.
And one we do not believe that we can adequately implement. We understand the
desire of some large institutions to control their own lending to their students. We
can also appreciate the Congress’ desire to “save money” by reducing or eliminating
the special allowance costs and “the in-school” interest subsidies paid to lenders.

What we do not understand is this—why would anyone expect untrained and un-
derstaffed student aid offices at small and medium-size institutions to administer
“Error-Free” a program that the lenders and guarantors seem unable to imple-
ment? Second, if it costs the government a subsidy and a special allowance to oper-
ate the GSL program now, why should colleges and universities car.y out the same
tasks for a $20 per loan administrative fee? Finally, Mr. Chairman, what if IDEA
fails, and students get their lozns late or not at all and the entire system experi-
ences the equivalent of complete shut-down?

I believe that Dr. John L. Henderson, president of Wilberforce University In Ohio,
summed up quite well my views and those of my fellow UNCF presidents on March
21, 1991, when in response to a question from Senator Kassebaum on the advisabil-
ity of instituting a direct lending program, he said:

“I can't speak for all college or university presidents, but I certainly feel that Wil-
berforce University does not want to be in the lending business nor do we want to
be in the debt collecting business. We are primarily educators, and whereas we are
concerned about students finding assistance to enable them to pursue a college
degree, a college education, I just simply don’t think lending money and collecting
those debts really is in the purview of an educational institution. . ..”

While some will say that Idea won’t require colleges and universities to become
debt collectors because that duty is assigned to employers and the Internal Revenue
Service (IRS)— I simply don’t agree. As soon as the IRS and the U.S. Chamber of
Commerce, the National Association of Manufacturers and the Small Business Asso-
ciation learn of this proposal—they will be all over Capitol Hill and the Nation's
institutions of higher education will be stuck with collecting student loan debts, as
well as disbursing these loans. History shows that every time a major new collecting
burden is imposed on IRS—they more often than not successfully resist it. Further,
even when they fail and our tax system takes on more tasks without appropriate
resources, we do a worse job of collecting taxes!

WHAT'S WRONG WITH 8. 1845, THE FINANCIAL AID FOR ALL STUDENTS
ACT

While UNCF staff is still completing a thorough analysis and institutional impact
of the Simon-Durenberger bill, we do have some preliminary thoughts on the pro-
posal. Our concerns fall into two main categories. First, the pro reduction in
the maximum award under S. 1845 to $3,000, when compared to the Senate subcom-
mittee bill ($3,600) as reported to the Full Labor and Human Resources Committee
as ain amendment to S. 1180, the Higher Education Act Amendments of 1991; and
the $4,500 provided in H.R. 35663 as reported by the House Education and Labor
Committee on October 23, 1991; and the $3,700 amount requested by the Bush ad-
ministration in its FY 1992 education budget® is unacceptable.

3 “The Fiscal Year 1992 Budget,” Summary and Background Information, U.S. Department of
Education, pp. 44-45, and see also Testimony of Michael J. Farrell, Acting Assistant Secretar,
for Postsecondary Education before the House Subcommittee on Pootsecondm;)y Education, “Ad-
ministration Proposals for Reauthorizing the Pell Grant Program,” June 4, 1991, p.3.
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We know that Senator Simon—a long time advocate of a Pell grant entitlement—
understands the high priority that UNCF assigns to securing a Pell grant entitle-
ment in this reauthorization, together with a maximum award level which restores
the purchasing power Icat to a decade of near stagnant increases in the maximum
grant, while college costs have risen significantly.

In our view, S. 1845 takes a step backward when we need to move forward! Te-
merity is no longer acceptable in resolving the loan grant imbalence. What is re-
quireg is that the Pell grant maximum award be increased significantly—to $4,000
at a minimum—and that a Pell grant entitlement be legislated to ensure that low
and middle income students are assured of access to a college education. We support
S. 1845's recognition of the need to establish a Pell entitlement, but it simply does
not go far enough because it limits the maximum award to $3,000. We also applaud
the $1,000 excellence award, establishing in effect, a “Super Pell” grant and encour-
aging academic excellence among “needy” students, UNCF believes, however, that
S. 1845 has the numbers exactly backwards—there should be a $1,000 increase in
the Pell maximum first, then excellence should be recognized with a $600 bonus.
The ‘“need” of low and middle income students must he met first, then we should
reward academic achievement.

Finally, Mr. Chairman, IDEA exacerbates rather than solves the loan-grant im-
balance problem by providing even greater opportunities for students to go into debt
while going to college. Increasing annual and cummulative student loan debt limits
does nothing to reduce defaults. Rather it invites more and more students to borrow
more and more money, thereby indenturing themselves to higher paying jobs.

What must we do to convince Congress that you must return to the basic prem-
ises underlying Federal student aid policy—grants must be provided for the lowest
income students and for middle income students, and loans sl.ould be made avail-
able for those from higher income families and those attending high cost institu-
tions.

The path we are currently on and the policy we would pursue in IDEA is littered
with loan defaults.

We can only assume that higher loan limits are justified on the basis that
“income-contingent” repayment will eliminate defaults. Unfortunately, the drafters
of IDEA appear to misunderstand the two principal reasons why student borrowers
default—Ilack of persistence to graduation and unemployment after graduation.

We cannot eliminate defaults unless we assure graduation and provide full em-
ployment. We can only eliminate default by not making loans to educationally “at-
risk” and very low income students in the first place.

That concludes my formal testimony. 1 would be pleased to provide UNCF’s full
analysis for the record and I would be happy to respond to questions at the appro-
priate time.
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Trends in Student M4

Figure 5 provides graphic illustration of the trends in participation
rates in four important federal student aid programs since 1982-83:
the Pell Grant program; the Guaranteed Student Loan program (now
called Stafford Loans): the Supplemental Educational Opportunity
Grant program; and the College Work-Study prograam. while the GSL
(Stafford) program nearly doubled in terms of the number of UNCF
student participants (11,000 to almost 22,000), the other three
federal aid programs actually declined in the number of students who
ware sexved by these prograss., During this period enrollments at UNCF
colleges wera increasing by almosat ten percent.

Fig. 5. No. Of Students On Aid

Four Federal Student Aid Programs

(in thousands)
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Senator PELL. Thank you, Dr. Bronson, for being with us.

We will now hear from Ms. Jacks. I would add that there is &
roll call vote going on, and very shortly we are going to have to
disappear for a few minutes, but we will reappear.

Ms. Jacks.

Ms. Jacks. I thank you very much, Mr. Chairman and others, for
the opportunity to sgeak before you today in sugport of the direct
lending proposal. I do so—speak in support of direct lending—Dbe-
gause am convinced it benefits students. I think it benefits all stu-

ents.

I am Kay Jacks, director of financial aid at Colorado State Uni-
versity. I have been in this business for about 18 years. 1 have
worked at 4-year public institutions and, in Senator Simon'’s State,
at Illinois State University. I have also worked at a 2-year techni-
cal school and a very small 4-yea) private institution.

Perhaps just a importantly, I went to school on loans, grants and
work, and at one time dropped out of school because those funds
were not available to me.

I enter for your in my testimony comments from others, includ-
ing a student at Colorado State University who has analyzed a
similar bill in the House; also, an endorsement by the Colorado
Student Association of the concept of direct lending.

I was asked to speak to you on the issue of school administration
and whether or not we could administer at the campus level direct
}iending. I also want to speak to you about the advantages to stu-

ents.

Having spent 5 days in very long lines at Colorado State Univer-
sity in both my own office in student aid and in our treasurer’s
office, I became more convinced than ever that as a society, even if
it meant more work for my institution—and I don’t believe it
will—that we have to change the method by which students receive
the proceeds of their student loans.

Senator PELL. Ms. Jacks, I must ask you to desist now, because
we must leave for the roll call vote. We'll be right back,

Senator SimoN. And we'll be back fast; I know Dr. Silber has to
grab a plane, too.

e

nator SiMoN [presiding]. The committee hearing will come
back to order.

Senator Pell will be rejoining us in a few minutes, and we apolo-
gize, Ms. Jacks, to you and to the other witnesses.

Ms. Jacks. I think I was at the point where I was spending some
time in the lines while we were disbursin?1 checks to students this
past fall, and what I discovered is every third to fifth student had
some kind of problem. Most of those problems were fairll{ simple.
They ranged from a student having received a recent scholars ip
which made them, in current terms, “overawarded”’—in other
words, they could not receive the loan that we had for them. Some-
times that student hadn’t applied quite in a timely fashion and
tlﬁerifore had to wait, or there was some other delay with the
check.

A very sad fact is that regardless of the reason that that student
had to wait for the check, we were faced with the situation of a
student who had already enrolled; that student would have to wait
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four to 6 weeks before he could receive the loan check—a loan
check for which we had already determined them to be financially
eligible, a loan check for classes which had already begun, a loan
check to pay for food, rent and child care, and a f’oan check that
they would personally have to repay.

at became obvious to be in that five-day period is that had we
had a program such as direct lending, we could have solved most of
those student problems within 48 hours. I knew that some of those
students would not and could not remain enrolled, that they would
leave Colorado State University, they would perhaps never return,
and perhaps become delinquent on loans previously borrowed.

In my testimony I talk about direct lending being simpler, and I
appreciate the increased aveilability for families, particularly
middle-income families, whom I feel are feeling disenfranchised by
the current process. But I'd like to focus now in the remaining mo-
ments on institutional capacity.

Quite frankly, I am more than a little insulted when I hear my
colleagues from guarantee agencies, banks, and secondary markets
indicate that educational institutions cannot administer a direct
loan program. I believe my reality is as good as theirs. Many of
these outstanding professionals have never worked in a financial
aid office. All the while they analyze for us the impact upon us.
They caution us against liability, cost, the inability of the U.S. De-
partment of Education to administer the programs, that lenders
will no longer assist schools during a transition, and the Congress
caYping the amount which is appropriated to schools to make avail-
able to students.

I'd like to talk about liability, cost, and the Department of Edu-
cation. By signing a “terms of agreement” to participate in Federal
programs, institutions already assume considerable responsibility
and liability. We accept both of those. The liability that ensues, the
responsibility is inherent in making funds available to our students
who perhaps otherwise could not have it.

We assume liability for many things, for disclosures on drugs, for
being certain that individuals are registered with the immigration
service and with selective service. We assume considerable liability
throughout this process. It is a partnership we have with Congress,
the Department of Education and the taxpayers, and we should
continue to have it.

Assuredly, as we take on originating loans, we have to do it prop-
erly. I think that means we give it to eligible students, and we
make sure they receive that money in a timely manner. They are
instructed that it must be repaid, and we tell they about other
rights and responsibilities or other options available to them. We
must handle those funds correctly, report on them, account for
ph;m, evaluate the success or the failure of any program we admin-
ister.

We also administer many other steps in this very complex busi-
ness, and we are instructed to do it now, without a single error. We
can’t make a computation error in determining a student’s need or
a student’s budget. We cannot have missing in our files a single
document without being called to repay. We have to ensure that
families made no error when they applied for aid. We have to con-
firm accurate information reporting to schools, Federal agencies,
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States and other parties involved. We have to make sure that our
own admissions, records office, TRIO programs, athletic depart-
ments, computer systems, academic departments—you name it—
are communicating with a student aid office about a variety of sta-
tuses for the student. In short, we are already liable.

I believe that the proposal for direct lending will reduce our li-
ability. Some say that we'll have more data to report, more forms. I
think we’ll have fewer. However, if we had more, we are masterful
at taking care of those things. We do it very, very well.

I think it will reduce administrative burden because primarily
there are just fewer players; there are fewer phone calls and fewer
people to deal with.

I think we will also reduce it because when we originate the
loan, that will occur in a time frame while the student is still in
school, and if for some reason we didn’t do that properly, schools
already have in place ways to encourage students to come in and
}risit with us if we still need to have them correct something on a
orm.

Cost, as outlined in a paper by Betsy Hicks from Harvard and
myself—we believe that there will be fewer meaningless adminis-
trative activities associated with direct lending. I think counseling
won’t be limited just to loan prevention, but also to assist students
in applying properly, applying early, believing that financial aid
will be available for them much earlier than in the past.

The direct lending proposal—I don’t believe, although I have not
read this bill, and I get the House and the Senate’s confused some-
times—does not call for us to become lenders ourselves or to be in
the collection business unless we chose to.

As far as the Department of Education, I agree with Senator
Simon. I think a former college president and a corporate executive
in three or 4 years could bring up a system to make this work. 1
have more trust in them perhaps than others. Some of the most
innovative activities that have happened in the last few years have
been initiated by the Department of Education, particularly in elec-
tronic processing of student applications.

The one concern I have about any direct lending is availability of
capital. I have lived in the days when black students in the City of
Chicago could not get a loan because their family did not have an
account with a bank. That’s no longer the case, I think, in this
country, and I don’t want us to go back to that.

However, if I felt for a second that I was putting liquidity for stu-
dents at risk, I wouldn’t be here before you today. I have to trust
that it is nct your intention to cap this program, to limit education-
al credit to stu’~nts. If it were, you could do it now. I believe you
won'’t choose th.t course of action.

In closing, I applaud your vision, your leadership, and should
anyone want to have a field test of direct lending, I'm sure Colora-
do State University would be willing to do that next year. I thank
you very much.

[The prepared statement of Ms. Jacks follows:]
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Zeatinony for the Record by G, Kay Jaoks, Colozado Stata Univereity
bafors the Unitad States Jenats
Committas on Labor and Human Relations

1 thenk you for the opportunity to offer comments to you and enter into the
racord information regarding the bensfits of seversl changes proposed to sesiet
atudants in finansing their higher education.

1 an G. Xay Jacks, Diractor of Student Pinancial Aid st Colorado State
University, s land grant institution of 21,000 students in Fort Collins,
Colorado. Previously, I vas Direotor at Illivoie Stats University and at
Cinoinnati Techniosl College (& two year publio echool) and Themas More College
(a private school of lass than €00 students). I believe my comments drav upon
my 18 year exparisncs as s prastioing financial aid professionsl in s variaty
of laxge and small ssttings, I sleo served as the Chairman of the National
Aseociation of Studsnt Financial Ald Adminietrators in 1988-89 and am currently
appointed by Govarnoxr Roy Romer as & member of the Board of the Colorado
Student Obligation Bond Authoxity (CSOBA).

Turrher,I first attendsd college in 1966 as & rescipient of loans, vork, grants
and scholarshipa, In 1968 I drvoppad out of college bacause my E0G and National
Defense Student lean funds were not available when I zegintezed and 1 had no
monsy. 1 believe that my success as & professionsl in higher education finance
10 as & result of my broad and direat wxperiasncs.
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I have studisd the direot lending as an alternacive to the current system of
sducational orsdit for the past twelve months as part of & working group for
the Natfonal Association of State Land Orant Collages and Universities.

I have also attached for the record other papers in support of direot lending

by others!

a. The National Associaticon of Land Grant statement on ¢irect lending.

b. MNr, Martin Wirch, junior Physics sajor at Colorado Stats University

o. A Resolution by the Colorado Student Associacion, representing 70,000
students in the stats of Colorado.

4. A flow chart of how the direct lending might work.

s. A cowgarison of Adainistrative Fundtions for Schools under the Stafford
loan and a Direct landing Progran,

1 appleud Benators Durenbarger and Simon for their couraga and leadsrship in

developing the conaspt of IDEA credit, vich incoms sensitive repeysant through
an existing Faderal structurs, the Internsl Revenua Service. While most of my
comsents concern the front of the process, I am eager to learm mors aboutc and

to analyzs tha incoms oontingsnt repaymint options propossd by Benators Simon
and Durenbargsr,

1 think it Ls isportant that we not look at the direct lending proposal in
isoletien, Other facets of the bill addrass oritically signifiocsnt studenc
access issuas, such 4s incresss Pell Grast, Barly Intervention, and recognition

of Bxcellence. In tandam, they strengthen gtudent sccess to higher esducetion.,

1 spesk on behalf of direct lending because of its advantages to studsnts and
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beocsuse I know institutions have tha sophistication to adninister and originate
loans to studsnts under direct lending,

ADVANTAQES to STUDINTS

Having spsnt 3 days in lines in hoth the studant financial atd office and in
the University's Tressurer's Office during our Fall regletrstion, T bacame mors
convinced than ever that as a sooiety, svan if it msant mors work for my
office, wva must changs the mathod by which studsnts receive the proceeds of
their stwdent loan. I observed that svery 3xd-3th studenc in 1lins had a
problem with the Scafford loan, Most of the problems were falrly simple, Soma
students had bagun the application procass lats, othars had raceived
acholatships ox graduata fsllowships at the lest minute which reduced thair
eligidbilicty, others had to wait simply bacauss the chack had not arrived from
the lender for any nuaber of reasons.

The very sad fact, regardiess of the situation, was that sach of thase students
vho had already enrolled in school wers faced with a 4-8 wask delay bafors
receiving the loan chack -- & loan chack for vhich va had already daterminad
they were financially ncedy according to Congressionsl formules, s loan chack
for classes which had already begun, a loan check to pay food, rent, and child
care, and a loan chack which thay would parsonally hava to xepay.

that becams obvious was that had we a direct lending today, we could have
solved each of those studant's problems within 48 hours.

As o professionsl, I knew thac soms of them would not, in faot oould mot, wait
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fox the check. They would leave Colorado Stata University. Soms would never
return. Some would dafault on loans previously xeceived.

1.

3,

Direct lending is simpler.

It {s simpler to understand and explain to the coneumer. It's procese is
simpler to predict, Thers are fewar players and a more diract relationship
betveen the student borrower and the loan itself, I beldeve that moxe
d4rect relatioruhip will improve zspaysent as fev atudmmts today undsrstand

the complax repayment, sscondary markst process which supports the Stafford
program,

Avsilability. The proposal offers a larger Pell Grant and h\p:uud loan
1iaite, Hiddle income familiaes vho often fesl disenfranchised with
ourtent eligibility criceris will now qualify.

Dizeot lending offers prompt arrer fesolution. The problems manticned
above could be resolved in person, vith a strong oustoser ssrvice
orientation in a wuch faster timelins under direat lending,

IRSTITUTIONAL CAPACITY

Quite frankly, I um insulted vhen I hear my collsagues in the lending,
Guarsntes Agency and sscondary markats iudicats that {nstitutions esnnot
adainister a dirsct losn to studsnts. Mazy of thase outstanding professienals
have naver wvorkad in an educational institution all the while analysing impact
vpon us, They ceution us against 11ability. costs, the inadbility of the Uniced
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States Dapartaent of Rducation to administer the programs, lemders no longer
Yassieting echools® during a transition and tha Oomgress capping the amount
vhich {s appropriated to schoole to 1lend to studencs,

1. Liedility, By eigning a "Texrms of Agreament® to partioipate in Pedaral
prograns, meteuctmx&'ﬁ eonsiderable Yesponsibility and lisdildcey,
Ve a0cept both, the responsibility and tha ensuing 1iability as our
studsnts can eeldom fully !tuu'u theiy education persomally.

Assuredly ve must eriginats dirsot loans proparly. By this I mesn ve must
insure that enly sligible students recsive 1oans tm a timely msnner, are
instructed that thay must be repaid and of other rights m_
zesponsibilisies, about optienma available to thea. Ve must handle the
funds correctly, report on and sccount for the funds, evaluate the sucoses
of the programs snd its failures,

We sust aleo administer any other etep iu this very complex businass
vithout a singls szrozr. Ve cannot make & computation error, siss a single
documant, insure that families mads n0 error when applying, confirm other
schools, Pedaral and etate agencies made no error in exchanging information
with us, We must knov that our reoords offlces, athletic departments, Tric
offices, Admissions Offices, computer systems, acadenio departmants and eny
host of others meka no errox and ars in constant commmicetion with tha
student 8id offics. We must insist that faculty prove a etudent was in
clase even if thers wers 400 studants in that cless.

In short, wa are already lisble. I believs, that wa reduce 1isbility with
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dirveat lending, WUe reduse it primarily because there are fewer pleces for
exzor. We aleo redune it becsuss our seview of the aotivities sesccieted
with origination will ocour while the student is etill enrolled.
Institutions have in place existing methods of encouraging students to
vieit with us to Xeview forms while they are in school,

Costs. As outlined in the paper by Batsy Hicks from Marvard and myeslf, we
believe there are fawer meaningful adninistrative activitiss asiociated
with Direot Lending thus freeing our very cspable staffs to actually
counsel with etudente. Counseling will not ba limited to default

pravention. Just as importantly, we will have time to aseist in eerly
intervention and intensiva spplication aseistancs,

Thie past yesx, Coloredo Stats University piloted such a program called
Finanoiel A1d Service Tesm (FAST), Esesntislly, we offered to fanilies e
ssrvics in which ve would ageier them to complats an scourste &pplisetion,
submit the application to the United Ststas Dapartment of Kducation for
them, celculate their eligibility for aid and sand them hoas knowing the
cost to attend OSU and hov they would pay for it. I cammot fully ocapture
for you the spprecietion thess fanilias expressad at both the money made
aveilable to them but aleo that they understood the process. We spent 2
1/2 houre per family, time vwe do mot have vhen handline 10,000 checka twice
a yesar in both the Financial Ald and Tressurer's offices.

The FAST modal is poseibls for other institutions but not without relief
from sona of the masaninglese work ws do now, Direct lending relisvss sone

of thet meaningless work.
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Depertment of Rducation. #fsverel, including Secrstary Alexandsr, bave seid
that the USDE cammot handle direst lending despits the eest Savings shown
by the Gensral Asconting Office and othexrs, I disagree, The USDE bas
suscessfully demonstreted ability to handle the m project, the Pell
reporting process, though we nsed improvemants in timelinass, Mors
{wportantly, tha Department has initiated vhat I consider the only
adninistretive inmwvations in tha last dacads: Electronic Pell which
enables schools te correct a etudant’s application at the insticution,
Stags 0 which sllows & student to use a somputer t0 complets an epplicstion
with immadiate edits for errors, Elestronio Fisap and most recently
Blectrenic Respplication which will eave the USDE milliens in peper

printing, contract cost and computing, whils sliminating biz:ton ond
redundancy for etudents.

1 sleo believe your proposal ie eimpler for the Sscxetary than the ocurrent
systam of providing oversight for over 9,000 lenders and 48 guarantes
sgenoies.

landez participation during transition. Student lending is a commeroislly
suocessful product line for lenders. While I agres that lendars will not
dsvslop nav marketing plans, computer systems, eto., I siuply do not accept
that they will place the entire portfolio et risk, sspscielly sincs in the
majoricy of cases they hope to have the student in a long texm client
reletionehip.

Capping aveilabiiity of loens. This issus, wors than eny, concerns ma.
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Students at Colorado Stats Univereity with our 2.9% dafsult rate have mo
d1fficulty finding ¢ lendsr, I would mot put chat liquidicy et riek lor
then intentionslly. Rowsver, I have to trust that 1t is not the Sanace’s
{atenticn to place higher education in this cowntry et riek by liaiting
student sccese to oredit, If that ie your intantion, you eculd have done
so at any time in the last 20 ysare. I beliave yeu would mot choass such a
couras of sstion for your alma maters and for the future of our esunty.

In closing, 1 appleud your vieicn and your courage in aomsidexing legleletion
vhich will surely banefit students through increased acoass, moxe
straightforvard processing, increased avallability to funds. I will gladly

ansvar your quastions.
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U.S. House Resolution 3211
Middle Inocome Bducation Opportunity Act of 1991 and
The Student Direct Loan Program

By Martin 7. Wirth, Director of Legislative Affairs,
Associated Students of Colorado State University

BR 3211 is intended to consolidate the current G8L, Stafford
and Perkins losns programs with a direct lending program, It has
many features which recommend its revisions to the presant student
financing picture. Table 1 presents an overview of its direct
effects on the gtudent.

Table 1. Direct Loan Program versus GEL Progran
Student Service Comparison

Peature Direct Loan G8L
Intszest Rate 8% for life 88 first 5 years
' 100 thereafter
roes Kone 5% loan.origination
1-3% insurance’
Processing All on campus Eligibility on-

c::suo,
oredit-worthinese at
guaranty agendy, loan
at bank

Cycle time! 3 days 3 days - 6 weeks
Yearly 1 | seso0 #2625
Borkowlng I'2 | ses00 $2625
3 $8000 $4000
4 $8000 $4000
. 6rd | $13000 $7500
Eligibility! Natriculation and | Matriculation and
good standing good standing

}includes application and processing of minor corrections which

sust all be reconciled before the loan is made; varies Dby
{nstitution; corrections usually take longex.

igubtracting grants and other forms of financial aid for both
COgTams .

gﬂuu charges come off the first check cut for the student. If the
student borrows $2625 for the year, they might e t a check for
an amount of $1312.50 , but @% of $2625 {s §$210. 8o they will
receive only $1102,50 . .

‘More middle class students will qualify for aid under the Direct
Lending program.




144

While Table 1 on page ) praesents most of the comparative
picture, thera are other processing complications in the GSL
prog{an. The following discussion will focus on the two nost common
problems. :

The Repetiticus Inquiry Problem in the G5L Program

The whole GSL process involves sova 9300 lending institutions
and about 46 guaranty agencies. Add approximately 200 insticions of
higher education and the picture beccses rather coaplex. There is
no standardization of forms and many of the financial databases are
unable to share information. Students often get final approvals
from their campus financial aid office only to receive a subosquent
lettar stating that the loan will not be available until more
information is sent to soms agency or lender. In many cases, the
student has already provided this information in triplicata. These
xepeated inguiries subject the student to considerable delays in
recaiving financial aid.

The Precision Problom in the GEL Program

Suppose a sophomors applies for a GSL and a scholarship at tha
same time. The need basis of the student is dotexrminad to allow a
GSL of $2226. Taking the fall semester half and subtracting 8% of
the total getz a check of $934.92 . Afterwards the scholarship is
approved for a yearly total of $400 . shis puts the student $1 over
the limit of $2625 per year total receipts including the GSL. Under
the present regulatinns the check for $934.92 must be returned to
the lending institution. It will take about slx weeks to gat a new
GSL check for $933.92 leaving the student with only a fall sesester
scholarship cheok of $200 which will go in axt for the late
tuition payment charges, all for the sake of a dollar discrepancy.

The Cempus Processiag Solution

th Campus :;mm.}.n;“ ott% d.ul““cu’t'h:tahit:;t lﬁl'.ud;:u
sarve. b 4 C proces cycie time, b < on
pr.’ru will receive and utilise n’wuury information faster, -:3
student interacts with a single campus office so that when they
obtain an approval for a loan, it ie¢ genuine. The precision problem
would no longer impose a financial camtxophf.on neody students.
The cycle time for processing minor discrepancies would be reduced.
In addition, because the campus financial aid office ie rart of the
canpus adeinistration, it can assume some of the respons bility for

late tuition Ki""‘“‘ -

Another heipful feature ot the direct lending an would be
the ability to make tuition paymsnts electronically, This would
help to eliminate the time and paper waste of handling millions of
financial aid checks nationwide, Colorado State University bandles
about 7500 financial aid chacks every semester.



146

Taxpayer Support Basis
Background

The Cramm-Rudman-Hollings (oall deficit reduction program is
dead. It didn’t work. Whan the guidelines of the act wers exosoded,
loopholes were oxglottod to rendar its provisions unenforeible. GRA
was to end the defioit by 1991. But the year's projected deficit is
® ted to exceed $346 billion leaving the United States with a
total debt of over $4 trillion. This year's interest ryunt on ths
debt is the largest single U.8, expense, Social Security is second,
vith the military running in third place.

GRH has now beon superceded by the Budget Enforcement Act
(BEA). The primary focus of BEA is spending limitation, not deficit
roduction. Under BEA, appropriations are divided into threes
catagories, each with its own fixed limit:

Military $291 billion
Domestic $196 billion
Foreign $21 billion

A zero sum game now exists within each of these categories.
Education falls into the domestic category and must compete for
tundtng with all other domestic programs. It cannot play against
anhy mi 1tlr¥ program, but must compate with domestic programs like
low iﬁou ousing subsidies, highway funds, or agricultyral price
supports.

In the context of BEA, education has three alternatives to
effectively maintain or increase availabls funde:

« Attack ths eppropriations of other U,8. domestic
programs.
2, Cut costs and reallocate funding within U.S.
‘educational spending. :
3. Raise state taxes for education.

U.8. House Resolution 3211 invokes option 2, It will modify
the Higher Education Act of 1965 which is due for rsauthorisation
by Congress in Beptember 1992.

Finsacial Aspacts of the Direct Lending Program Under MR 3211

Accounting methods prior to BEA did not take into account the
long term cost of finance. They operated on a "cash® basis where
federal outlays for Only tha present !ur were counted in assessing
the cost of a program. Credit reform law will apply to all programs
instituted after October 1, 1991. Under oredit reform, the oost of
E:ognu vill be asssssed on a "subsidy” basis. Unlike the “cash’

sls, this method takes into account the long term cost of money.

Its future value is based on tha intersst rate of long term

::Houry Bills. All costs are considared in terms of this year’s
are.

The cost of a dollar loaned by the U.8. iw called the l\lblld{o
It is cited as the percentage on the dollar, or as an amount in
cents, paid for each dollar loaned. The direct lending provisions

3

o
D1 |
-
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o! HR 3211 will zeduce the subsidy by ottoctivolL purchasin
copital at wholesale rather than retail rates. 7% financia
changes in student lending are summarized in Table 2.

wable 2. Direot Loan Program versus GSL Progran
¥Yinancial Aspects

Zeature Direct loan | G8L Program
| Purchased Capital | vholesale Retail

Estimated Subsidy on the Dol'ar {188 208

Loaned

Can it be audited? Yos Ro

Estimated savings to the federal budget vary between 0.9 and
1.4 billion dollars for replacing the GSL vith the direct loan
program. Most of tha savings will come from financing the new
prograa with wholesale capitol, not from nevw oonstraints imposed on
students needing to borrow for education. The United gtates offers
genexous subgidiss to encourage private lending in the GSL program.
7hese subsidies amount to 28 cents per dollar loanad.

The Government Accounting Office has complained that the GSL
P am cannot ba audited because of its complexity. Ths present
claim of nearly $50 billion in outstanding loans is thus open to
question. Are past students to blame for all or part of this
estinate? hxpaiors have a right to know where their money is
going. Recent history has shown that any program that cannot be
audited is subject to corruption and even outright theft. Por the
studaent, this means that the program may be loosing money to non-
student interests while foisting the blame onto students.

The Political Campaign

HR 3211 will meet with viscious lobbying opposition from tha

guarsnty agencies and banks. %he banks in Fort Collins alone are
estimated to do over 14 million dollars in student l¢nding per
ear. The Pg_t.mxk newsletter published by the educetion oredit
ndustry claims that the guauntéy agencies and banks shore the
burden of default risk with the federal gmrmnt. In fact, the
federal government has presentl covered 98¢ of all defaults. This
meaans that the private lenders 4o GSL business v.lrtuan{ risk froel
We can expect to hear of and contend vith more of this kind of
disinforsation in the future. .

Yor BR 3211 to win the support of tha House of Mgraunueivu
thera must be clear and U vocal student support for this type
of fiscal reform. Pederal budgetary advantages must be touted along
with the benefits to students. Assuming the Sero sum gams is
paintained in the 1990‘s, any money saved in education may be
reallocated to other areas of educational interest like general
tuition reduction and grants.
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COXFARISON OF ADMINISTRATIVE PUNCTIONS
POR SCEOOLS UWDER THE STAPFO»D LOAN PROGRAN
AND A DIRRCT LOAN MIOORAM

sumzary of the Comparison

The purpose of thia paper is to cospare the administrative

functiona of achools under the current Stafford Loan program with
8 direot loan program.

There are asveral conclueione that can be dravn from this
coapariaon. Pirst, a direct loan progran deCreasss the
edmniniatrative Zunctions of achools. All echools, whether they are
large or snall, automated or not, will experience a decreaes in the
nunber of reaponaibilitiea and the tize epent on theee tasks. InN
addition, unlike the current program, echoola will receive an

sdninistrative allowance for each loan originated each yesr «- $20
has been propoasd.

Second, s direct loan program provides greater opportunity for
schools to make uase of newer technologies, if they chose. Hovever,
all achools, whether they are eutomated or not, will benefit from
the electronic tranafer of funde.

Third, by eliminsting lenders and guarantora and centralizing
functions, the problems of multiplicity of policiea, procedures,
eyetens, and forms ie eliminated. In addition, centralization
providea all achoola, regardlesa of the size of their annual
Stefford Loan portfolio, with sconories of scale.

last, but not lesat, & decCreass in the adeiniatrative functiona of
achoola will improve service to etudenta and allow inatitutione to
focua their energies on defsult aanagezent strategies, thus

preserving the integrity and perpetuity of our largest federal
student financiel aid program.

A total of 64 administrative functions was identified. 31
functions, or 488, are current functions under the Stafford Loan
program that will continue under direct lending. 28, or 44§, are
current functiona under the Stafford loan program that will be
aimplified or eliminated under direct lending. &, or 8%, are

functiona that are not currently performed under the Stafford Loan
program but would be added under dirsct lending.

None of ths current Stafford Loan inatitutional eligibility
functions will change under direct lending. The majority of the
simplification and elininstion of functiona will occur in the areaa
of loan disbursement, reporting, recordkeeping, and cash
managenent. Under direct lending, one function each will be added
in the categories of loan disbursement, reporting, ataff training,
cash managezant, and general edniniatration.

G, KIY Jackl
Colorado state Univecaidy

glizabath M. Kicks
Harvard vnivou:lty
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TABLE 1
SUNMMARY OF FUNCTIONAL AMALYSIS

cobsaee mawcr NN, MEILUL e
Yunctione functions Punotione Fusotions
Institutional Eligibility. ‘6 "o 0 0
student E1igibility 2 9 1 0
Counssling Borrover 5 ] 1 0
loan Processing 10 1 0 0
Loan Disbursement 1 1 4 1
Reporting 3 5 3 1
Recordkeaping ) 6 1 0
stett Training 1 0 1 1
Cash Managsasnt 0 0 4 1
General Aainistration 0 ¢ 0 1
TOTAY . n 13 13 s

618 11

CONTINUED FUNCTIONS

The follnwing edministrative functions are those that schools
currently perform under the Stafford loan Pprogram that would
continue under diract lending.

Tostitutionel Bligibility

¢ Be esccredited

* Be licensed

o Bs certified to participate in federal student financial aid
prograns

¢ Develop a refund policy

# Execute a Program Participation Agreement and corply with general
and GSL provisions

* Datermine eligibility of institutional prograns

Student Bligibility

+ Determine each borrower's student eligibility including:
¢ Receipt of high school diploma or equivslent
¢ Citizenship ststus
* Enrollment status
* Satisfactory acadenic progre.
¢ Assure each borrower's complianc. with additional eligibiliey
requirenents including:
* Statement of Educational Purpose/Non-~default Statement
* Salective Service Registration Compliance Statement

Couneeling Borrover

# provide consumer information to current and prospective borrow.:cs
= Distribute pre-losn infoxmation

#* conduct entrance lcan interviews

* Conduct exit loan interviews
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TABLR 1T (con.)

Loan Processing

* Collect a federally approved financial aid application from each
borrover's family

* Deteraine each borrowsr's depandency status

¢ Deteraine each undergraduate studant's eliqibility or
ineligibility for a Pell Grant

* Dstermine éach borrover's expected family contribution sccording
to the federally sandated need analysis, i.s., Congressiomal
Methodology

* Verify applicant dats for selected borrovers by collecting and

reviewing supplementary information, such as federal income tax
forms

* Determine sach borrower's loan period

¢ Deteraine esach borrower's cost of attendance

* Determine each borrower's estimated financial aid for the loan
period

* Ensure that each borrower is not overawarded

* Reaffirm each borrover's 1loan eligibility before each
disbursenent

Loaa Disburesmest
* Perform loan disclosure (excludes truth-in-lending from which
both stafford loans and direct loans are exampt)

Reporting
* Respond to correspondence and phone calls from borrovers
* Monitor and report changes in borrower's last date of attendance

Recordkesping
* Data used to construct cost of attendance
* Amount and date of tuition and fees paid by borrover

* Data and certifications to determine the expected family
contribution

* Record of student's placement in job after school, if known

Staff Training
* Keep informed of changes in federal regulations

Federal Direct Loans

U.S. . of ion _}

‘ BJ Contracton

ETF

—_— E:_
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TAMS 111

SIMPLIFIED FUNCTIONS

The following adminietrative functions are those that echools
currently perform under the Stafford lean program that would be
aimplrified under direct lending.

Loas Proveessing
* Complete school section of each borrover's loan application
(eimplified as eesential data for each esligible borrower is

consolidated and transferred to a central source by paper, disc,
taps, or modem)

Loan Disbursemeat

* Post individual loan checks to each borrower's account at the
beginning of sach semester, trimester, or quarter (simplified ae
institutions uss exieting procedures under the Pell Grant and
canpus-based programs to draw-down aggregats funds for eligible
borrocwers at the beginning of each semestsr, trimseter, or

quarter and batch post loan procesds directly to
borrowvers'accounts)

Reporting

* Notify individual lenders and/or guarantee agencise if borrower's
address or enrollpment status changes (eimplified as schools
report all changes in enrollment statue directly to one sourcs,
i.e., the servicer)

+ Submit reports to lenders, gquarantee agencies, and secondary
narkets (simplified as multiple reports to lenders, guarantee
agencies, and sscondary markets are eliminated since echools
report directly to ons source, i.s., the servicer)

4 Complete semi-annual student Status Confirmation Reports for each
quarantes agency (sisplified as schocls update student status by
paper, diec, tape, or modem to ons source, i.s., the servicer)

« Report and return all overavards and refunds by iesuing a
separate check to each lender on bshalf of each borrower
(simplified as echools report all overavards and refunds to one
source and net these amounts fros next drav-down of funds)

* Process individual deferment forms from mnultiples seocurces
(simplified by centralization of loan records)

Recordkesping

* Copy of the loan application (simplified by elimination of
multiple versions of the loan application)

* Dstermination of Pell Grant eligibility or ineligibility
(sinplifisd by creation of central data base which merges the
applicant data baee with the Pell recipient base and the new loan
data base)

* Amount of loan (eimplified by centralization of loan records)

* Dates of loan period (simplified by centraljization of loan
records)

¢ Certification of non-default etatus (sipplified by elimination
of multipls versions of the loan application)

¢+ Date institution received check, sndoreed the check, and gave the
check to the borrower, or posted it to the borrower's account
(simplified by electronic transfer of funds, centralization of
loan records, and batch posting of loan proceeds)
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TABLE IV

BLINIMATED FUNCTIONS

The following aduministrative functions are those that schools

Currently perfora undar the Stafford Loan progras that would be
eliainated under direct lending.

Student E1igibility

* Assuring that each borrower who attended a prior institution
submits a Financial Aid Transcript from each institution

Couagyling Borrover

* Bducating all borrovers on the role of lenders, guarantee
agencies, and secondary markets in the loan delivery systea and
instructing borrowers on the steps to follow to apply for loans
from an external source

Loan Disbursemeat

* Receipt of individual chscks on sporadic basis from lenders

* Intorming individual borrowvers on an ad hoc basis of the receipt
ot their loan checks

* Securing endorsexent of chacks by borrowers before checks expire

* Repeating the above three functions for each borrower each
Senester, trimester, or quarter

Reporting

* Respond to correspondence and phone calls frorn lenders

* Regpond to correspondence and phone calls from guarantee agencies
* Respond to Correspondence and phone calls from secondary markets

Resoraxeeping
* Name and address of lendsr

Statr Training
¢ Train staff to be knovledgeable of the policies, procedures,
Syatens, and contact persons fOr the various guarantes agencies

Cash Managesment

¢ Student cash flow problems due to lack of control over
disbursement of loan proceeds

Need to develop institutional capital for short-term loans to
students whose loans are not disbursed in a timely manner through
no fault of the student or inatitution

Inatitutional cash flowv problems due to sporadic receipt of loan
Checks from lenders

Lack of adninistrative allovance from the federal government for
schools
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TABLE V

ADDRED PUMCTIONS

The following administrative functions are those that schools do

not perform under the Stafford Loan program that would be added
under dirsct lending.

Loan Disbursexent

* Originate loans including:
* Collect borrower's signature and date on promissory note
* Transait promissory note to fedarally contracted servicer

Reporting
» Report defaulted Perkins loans to central loan data bhase
(necessary to eliminate the Financial Aid Transcript)

Staff Training
* tnitial training of staff in administration of a direct lending
progran

Cash Management

* Conduct federal cash management including:
* Estimate capital needs
* Reconciliation of draw-down of funds

General Adminietration
*+ Maintain dual systems during phase-out including: A
* Originating new Statford loans as direct loans and processing
deferments for old Stafford loans under the terms and
conditions governing those loans

¢ Managing Perkins portfolio as an endowment while continuing to

collect old Perkins loans under the terms and conditions
governing those loans
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Uaent Hssoacuon
1630 Wiakon Sreet, S 300

303-505-83%03

“DIRNCT STUDENT LANDING BYLL AUPPORT®
.9, 3231

RESOLUTION OF THE COLORADO STUDENT ASSCCIATION

WHEREAS ;. The Colorado Student Association represents
72,000 studsnte of higher education in the
state of Colorado, and

WHEREAS: It is the intant of tha Colorado Student
Association . to ba pro-active in esserting
atudent intereets, and

WREREAS: The passage of Housa Bill 3211, the ®Direct
Student Lending Bi11", will convert existing
Pedaral landing pPrograss into a single, direct
lending progras within univarsities end
eliminetes 3rd pacty participation of banks,
lending institutions, etc., and

HHEREAS; House Bill 3211 allows for consolidation of
Stagford end Perkins loans into dizect
lending, and

YBEREASt Rousse Bil1l 3211 will set forth direct lending

vithout the common 53 institution handling fee
and 38 insurance fee that are currantly resoved
from studeant loans, and

HHERFAS: Housas B111 3211 allows for an interest rete
ceiling of 8%, even after 5 Years, ard

WHEREAS: Bousa Bill 3211 will eave taxpayers $1.4
billion the firet year, and

HHERBAS: A projacted $6.6 billion of taxpayer's monay
:;d sstimated to ba seved ovar tha next 4 years,

WHEREAS: pPassage of Housa Bill 3211 seimplifies the

rocess of applying for and receiving student
oans, and

The Colorado Student Association supports
the passage of House Bill 3211,

PASSAGR ; DATE:

CSA PRESIDENT'S SIGNATURE: DATE:

Corp , absDuius
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Senator SiMoN. Thank you very much for your testimony, and I
want to thank all of you. Dr. Silber, I know you may still have to
i:{atch that plane—or, you may have missed your plane, I don’t

now—

Mr. SiLBER. I missed it.

Senator SiMoN. You've missed it. Well, I will go ahead, then, and
ask these questions of you first.

First, in your opinion—and you touched on this briefly in your
testimony—would this direct lending ﬁro am mean additional bur-
dens to schools? And let me just say the bankers and those who are
profiting from the present system are doing a very effective job,
much more effectively than I can do by myself, in getting the word
out that this is going to be a horrible thing for you and 1your school
to do, and you can’'t manage it, and so on. Are we talking about
substantially increased problems for schools in administering this?

Mr. SiLeger. Not at all. I think we are talking about the simplifi-
cation of it and the focusing of it in more efficient ways. I think
Ms. Jacks' testimony was right on target. I would want to subscribe
to everything she said. Boston University is prepared also to pro-
vide you with a pilot program next fall; you just make the funds
available, and we'll show you how easily it will be administered
and how easy it is to bypass the banks and make the direct loans.

We do most of the paperwork for the banks, and we have to sit
there and broker witﬁ a wide variety of financial institutions in
order to get the loans accepted. So the idea of being able to do it
directly by having access to the money, directly transferring the
money to the students, completing the forms, is going to take dif-
ferent kind of work, and we are going to have to spend some money
and some time teaching people to complete the new procedures.
But once that introduction is made it becomes a far simpler proc-
ess.

And so far as having to go chasing students around the country,
that is something we won't have to do. They will have to file with
the IRS, and the IRS is a singularly effective agency for tracking
people down and getting collections from them. There is not any
collection agency in the country that is equal to the IRS, and 1
think that is another aspect of the efficiency of this proposal.

Senator SiMON. You went through this idea not just once before,
but you have been floating it out here for some time. Who can we
anticipate is going to be the major opposition to this?

Mr. SiLeer. Well, in 1978 when we first proposed the Tuition Ad-
vance Fund, the primary opposition came from the State Associa-
tion of Colleges and Universities that had a heavily-subsidized tui-
tion, and they had relatively low room and board, and at that time,
the price of education to the student in the State sector was so low
relative to that in the independent sector that they didn’t see the
need for it, and they weren’t enthusiastic.

Now we have seen shortages of funds in the States and substan-
tial increases in the price of tuition in the State sector and very
dramatic increases in the price of room and board in the State sec-
tors, and now I think the State universities and colleges are begin-
ning to understand that they too could benefit by access to much
more financial aid by students who can profit from taking out
these loans. Also, it has become quite clear, I think, to the general
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public that State universities are educating the same kind of
people that are being educated in the independent schools, children
of prosperous parents, children of middle class parents, and some
children of minority and lower-income families, but the difference
is not all that great, and consequently they now recognize that
middle class and upper middle class families have financial prob-
lems, and with that recognition I think they should be more apt to
see the advantage of this than they did before.

Now, I think you can always depend upon the banks preferring
to have a guaranteed loan, a loan guaranteed by the Federal Gov-
ernment, and three or four percentage points profit extra in order
to take on this nonrisk. That's a sweetheart deal—I'd love to have
the business myself. But what we need from the banks is not to
have to try to crowd out students by these extra charges. Instead,
we need the banks to be lending money to young couples who want
to buy their first home, or to builders who want to develop. They
should be lending money for economic development activities in
this country, and I think it is surprising that they should try to get
involved in stopping a program of this sort where if we can put
money into the hands of students at a reduced interest rate, the
reward to the country in terms of increased productivity will in the
long run help no institutions more than it helps the banks.

Senator Simon. I could not agree with you more, and 1 thank
you, Dr. Silber.

Dr. Trueheart, you said among other things that we need a more
focused examination on this, and I agree. All of a sudden we face—
how many pages do we have in the bill, Dave—a 560-page bill plus
this amendment, the separate bill. I hope we're going to have the
chance to do that now.

Dr. Trueheart, where did you get the idea that this would involve
a lot more paperwork for your school? The GAO report indicates it
would be less paperwork, and others have indicated that. Where
did this idea come from?

Mr. TRUEHEART. Senator, I don't think I said that there would be
more paperwork. I think what I said was that the administrative
responsibilities would be greater. Now, paperwork is part of that,
more paperwork is part of it. But I think that it shouldn’t simply
be limited to paperwork. At Bryant for our 5,000 students, we have
four full-time professionals and six work-study students, and two of
those professionals job-share. They are enormously overworked at
this point.

We have had, in fact, experience with the Perkins loan program,
and it has been very, very difficult. My concern is if we take on a
direct loan program that the responsibility will be much, much
greater, and I believe that we would have to, not just as John

ilber suggested, re-educate those individuals, but my concern is
that we may have to add additional people in order to be able to
accomplish the same task.

Senator SiMoN. But in fact, unlike the Perkins where you actual-
ly have to collect, all you do under the direct is you get the student
to sign, you send it off to wherever, Department of Education or
IRS, so that in fact those overworked employees of yours ought to
get some relief.
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Let me ask a second question. If, upon this more “focused’’ exam-
ination, to use your phrase, you were to look at this and see that it
greatly expanded the opportunity for people in this country to go
to college, let’s just say in theory you'd have to add one more
person—I think in fact you would not—but would it be worth it for
your college to do that? ‘

Mr. TRUEHEART. Well, I don’t think the problem with our current
loan system rests with 4-year institutions or with graduate stu-
dents. 1 think the problem rests with a number of institutions that
are proprietary ingtitutions in large measure—-—

Senator SIMON. But you are shifting the focus away from my
question—and wherever we have problems, we ought to face
them—but what I want to do is to make sure that we have the
means for psople to go to college, that we increase the opportunity.

Mr. TRUEH.ART. Surely, and I am certainly committed to that.

Senator SIMON. And that is a 4-year problem. We have a declin-
ing percentage of high school graduates who are African Ameri-
cans who are going to college; we have a declining percentage of
Hispanic Americans going on to college. What we have to do, and
what Senator ‘‘urenberger and I are trying to do, is say to people
of talent: We want you to go to college.

My question to you is if you can increase that 1‘1)001 of people who
can go to college in this Nation and at your sc ool, is it worth—
let's just say you have a little more paperwork, but I don't think
you will; I think the evidence is—and I am going to get to Ms.
Jacks' and Mr. Wenc’s comments in a minute—but let’s just say
you had to add one or two more people to handle that. Is that
worth the burden to create more opportunity and invest in this
country?

Mr. TRUEHEART. Clearly, Senator, it is. And I applaud your work
on trying to figure out a way to increase opportunity; that is cer-
tainly consistent with my beliefs and my persuasions. That's why 1
am in higher education.

Senator SiMoN. Thank you.

Dr. Silber, did you want to add something there?

Mr. SiLeer. No, but could I be excused at this point?

Senator SiMoN. You may be excused—the chairman is now here.

Mr. SiLeer. Mr. Chairman, the last chance I have to make it is
just about to disappear.

Senator PELL. 1 know those planes; I take them myself. We ap-

-aciate very much your coming and wish you a good trip home.

"Ar. SiLeeR. Thank you very much.

:enator DURENBERGER. Mr. Chairman, as John leaves may I just

1 for one would appreciate it if you could—not nov, but at
some point—think about the objections of Bob Reischauaer. Y.vuoad
Bob have been at this almost as long as anybody, and you ureceded
him. He said there is a generational equity problem here. He said
we are transferring the burden to the kids that should be borne by
the parents. He also said we'’re just going to open up the spigot so
the colleges can charge as they please, and they won’t pay atten-
tion to cost containment. Then you made a very good point earlier
on about investment versus consumption. I think if you could take
each of those three larger points, if you would, and any others that
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come to you, at least it would help me since I'm not goirg v have
an opportunity to ask you that specifically.

Mr. SiLeer. I’d be very happy to. Thank you very much.

Senator DURENBERGER. Thank you.

Senator SiMON. Mr. Chairman, I have used my five minutes.

Senator PELL. Carry on

Senator StMoN. I wonder if I could just ask questions of the re-
Iglqi?ing witnesses and then listen to my colleagues; I will try to be

rief.

Senator PeLL. Yes, please.

Senator SiMoN. And I want to thank Dr. Silber and all of you for
being here.

Mr. Wenc, I remember you were here at least on one other occa-
sion.

Mr. WENc. Yes, 1 was.

Senator SIMON. As you take a look at this, does it appear to you
that you would have additional gaperwork and more responsibil-
ities that way at Carleton Collegg.

Mr. Wenc. ! think it would be a wash, Senator, and if indeed I
did have that additional burden, I believe that I could make a con-
vincing argument to my president to give me adequate staff to
carry out my responsibilities.

Senator SiMoN. I'm just going to leave it right there.

Dr. Bronson, good to see you again. I spoke with a fellow named
Bill Gray on the phone today, and he was bragmg about you.

Mr. BronsON. I'm glad to hear my new say some good
things about me.

Senator SiMoN. I think he puts it the other way around, Dr.
Bronson. [(Laughter.]

First, when you say we have to use caution, I agree, and I think
we have to make sure we're going in a solid way. My hope is that
we can delay this just a little more while we take a good, solid look
at what we are doing.

Second, the point that you make on Pell Grants and enlarging
them—you’ve lglot my vote for any cnlargement of the Pell Grant
we can get. What Senator Durenberger and I have done is to take
the $600 that we save, $600 per student, and we enlarge the num-
bers who receive Pell Grants by 470,000. While the administration
has a $3,700 Pell Grant, they dramatically reduce the numbers of
people who are eligible.

r. BRonsoN. That'’s right.

Senator StMoN. In your testimony you also quote Dr. Henderson,
the president of Wilberforce, saying, “I just simply don’t think
lending money and collecting these debts really is in the purview of
an educational institution.”

Under this program, you would not be doing that. You would get
the note signed, but you shift that off however e structure it, to
the Department of Education or the IRS. Woulu »hat change your
view of it a little?

Mr. BRoNSON. It certainly gives me a new insight that perhaps I
had not thought about. I guess my main concern was stated in the
beginning of my testimony, about the use of the word “caution”. It
seems to me if we coulJ' field-test this with several institutions
first, of a variety of backgrounds and cultures, and then based
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upon the findings from that test, we would probably be in better
shape to determine just how successful this would be.

I too will join Dr. Trueheart in saying that I am grateful to you
for your efforts to provide more funds so that more students can go
to college. I guess my concern is the administrative cost. I am not
at all convinced that $20 per loan will cover the cost that it will
take -to administer the program. I have heard some statements
infer that it may be three or four times more than that, and that
the institutions will have to assume that burden. That’s an appre-
hension, but that apprehension is also soothed by the fact that you
and Senator Durenberger are making such a strong effort to pro-
vide more funds, for which we are very, very grateful.

But once we can get answers to those questions, we’ll feel so
much better.

Senator S.MoN. And I think we’ve got to work on those, and I
look forward to working with you and Bill Gray and that fellow in
back of you, Bud Blakey, with whom I have had an association or
two—he r..ay deny it—over the years.

Ms. Jacks, I was fascinated, among other things—first of all,
thanks for your excellent testimony—I was fascinated by Table 1 of
your testimony. You are talking about the number of functions
that schools now follow, and as I follow you through this, the
number of continued functions that you have right now are 31; the
number of simplified functions are 13; the number of eliminated
functions under this system are 15, and the number of added func-
tions are 5.

Ms. Jacks. Yes.

Senator SiMmoN. Now, what you can’t measure in going through
this—and this is the thing that bothers Dr. Bronson, Mr. Wenc
isn’t real sure about, and Dr. Trueheart is concerned about—obvi-
ously, if one of the added functions here takes ten times as much
time, then we should weigh it more heavily.

Ms. Jacks. Correct.

Senator SiMoN, But as you look at that table analysis there, does
that table suggest to you—and you know much more about this
than I do—does that table suggest to you that there will be more
work or less work for your school, Colorado State, and any one of
these other schools that are here?

Ms. Jacks. I believe that there will be less work directly associat-
ed with lending, particularly in the form of paperwork. We have
calculated that Colorado State University would eliminate 182,000
pieces of paper associated with the current system because of the
recordkeeping that goes on with that. I think it tightens the avail-
ability of the money between the student and time they need it.
The recordkeeping, we pick up, we currently do now, to multiple

arties as opposeg to single parties, and very unpredictable time
rames. I think we’ll be doing very similar work to different enti-
ties and not as many entities.

I also think we’ll have some different work. I respect the con-
cern. Much of what shifts is likely clerical, monitoring. At Colorado
State University, we receive in excess of 12,000 checks a year, or
per semester, and we handle that, our treasurer’s office handles
that. I think when we look at direct lending, we have to look at the
entire institution; it is not just the student aid office that is in-
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volved in the current program. It is the records office, verifying en-
rollment of students for years. It is certainly the fiscal office, which
has to disburse that money, and the student aid office. So you are
handling that many, many times.

We didn’t even look at that when Betsy Hicks and I did this; we
were just looking at the student aid office. So I believe that there is
work elimina and more meaningful work, contact with stu-
dents—

Senator SiMoN. Do you want to identify for the record the person
who helped you with this?

Ms. Jacks. Betsy Hicks from Harvard University.

Senator SiMoN. OK. I thank you very much, all of you. You have
been great witnesses. 1 thank my colleagues for their patience
while I exceed my 5-minute rule.

Thank you.

Senator PeLL. I'm very glad you did.

Senator Durenberger.

Senator DURENBERGER. Mr. Chairman, I'm going to try to be
brief because I haven’t been to a 4 p.m. hearing in a long time, and
I'm sure a lot of the folks in this room haven’t, either, and all of
these people have come from long distances.

It is impossible to explain the differences between all of these
proposals, but I have listened very cerefully particularly to Presi-
dent Trueheart and Dr. Bronson, speak to their objections, and in
their testimony I heard a lot of the same objections that I have
heard to the House direct loan bill—like the $20 per loan the bur-
dens on the schools and so forth. I would just hope, because we
went to great lengths in our bill, to adopt the best of what we had
heard from a lot of people, incfuding our colleagues over on the
House side who have been debating that issue back and forth be-
tween the direct loan program and the IDEA program from Con-
gressman Petri and others.

We really believe that there are differences—important differ-
ences—between the impact on the umiversities of our program
versus the program that is being debated over on the House side. 1
think to some degree, the House direct loan program shifts a lot of
the burdens that banks and the secondary financiers currently
care; it shifts them over toward the colleges. I just hope that the
two of you, in this ongoing process of being helpful to all of us, will
go back and re-look at these various proposals and see if there is a
way to distinguish between these various new approaches, and
maybe in that process we’ll all find the best in each of them.

I want to ask a question of anyone who is willing to respond
about a problem that Mr. Reischauer alluded to in his testimony. I
asked him what were the two problems he saw with it, and he said
one is this generational shift. Iie and I and a lot of other people
have been involved for about 6 years in something called genera-
tional equity, the notion that ours is about to be the first genera-
tion to leave the next generation less well-off, and this is the first
in a line of 13 generations where this has happened. So when he
says you are shifting the burden to the next generation, my eyes
light up, and I get kind of concerned.

I must say that, while I haven’t thought of all the ramifications
of that, one of the important things that brought me to this idea is
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that if education is understood as an important part of the income
security system in this country—it isn’t just something you do after
you get out of high school, and it isn’t just something you've got to
do in order to get the “B.A.” or the “B.S.” after your name—it is a
really important part of achievement in the broadest sense in life,
and it becomes a part of the income security system. If we have
people coming into this system, ur:derstanding that the harder they
work, the more they apply themselves, the more they open them-
selves up to the teachers and the professors and so forth, the great-
er the opportuniti in this system, and they won’t be penalized in
one way or another if opportunity means a lower-paying job. I
mean, opportunity in America today should mean going back into
teaching; opportunity in America today should be a social worker;
somebody who will get out on the streets where there are some real
Eroblems in our society, or a child care worker. These are not the

igh-paying, big bucks professions. But going into college, the stu-
dent loans all look alike, and the interest rates are all the same.

The nice thing about this proposal that has attracted me to it
has been that it is income-dependent—that is, you put the effort in,
and you find out what you want to do in life, and you’re not going
to have to worry about having to find this other thing up here be-
cause it pays more to pay off all those loans.

There is also a question of consistency. Today we’ve got Stafford,
we've got SLS, and we've this, that, and the other thing, and then
HEAF falls in St. Paul. What does that mean for students. So
building into the American system, if you will, the right to go to
college, higher education, a way to finance it that makes sense,
that treats everybody alike, becomes very important.

The other side of it is in following out the generational equity
theory, Bob Reischauer said, well, they can borrow against their
home equity. Well, I want Bob Reischauer to come up to Two Har-
bors, MN, where the miners bought a home for $60,000 or $70,000
when the steel plant was working, but as soon as the steel plant
went bankrupt, the homes went from $70,000 down to $8,422 be-
cause somebody from Chicago wanted a summer home.

Where is the home equity? Or go into agriculture, or go to a lot
of other places. We are not all similarly situated if we go back and
tell everybody to borrow from their home equity. That is not the
real world out there.

So dependin% on parents and family at one time was a very im-
portant part of this process, but it is becoming less and less a reli-
able foundation on which to build an access system. I think that is
the other side of what has brought me to this.

If any of you would like to comment about tha ain, I do ap-
preciate the thoroughness of all of your statements already, but if
you can add some dimension to that, I'd certainly appreciate it.

Ms. Jacks. I'll try. If you are asking does this direct lending pro-

am force that generation who borrows to have to bear the cost

or someone else, I don’t think so, any more than the current
system. Right now, students have borrowed—whatever the esti-
mate—$52 billion, and that’s a fair amount of debt, and this pro-
posal doesn’t force them to do that any more than the current
system does.
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And while I have not looked at the income-contingent repayment
as thoroughly as I need to, at ieast you are suggesting a method, as
you outline, where individuals could opt for jobs that are sorely
needed in our society and not feel they cannot do that.

When Senator Kassebaum asked what about the defaults in this
program, and they're not really here in the costs associated with
that, we have tremendous costs associated with defaults now. We
could call them income-contingent or whatever because they will
never be able to pay them back, and we leave them with something
worse, which is failure and no opportunity to get back into the edu-
cational system.

So I think you are attempting to combine two, and I don’t think
you are gushing more debt than the current system. Like everyone
else up here, I certainly hope we can find ways to put more and
m;:;a into the Pell Grant program, which is wKere we desperately
need it.

Senator DURENBERGER. Does anyone else feel a need to comment?

Mr. BronsoN. My concern is related to that, but in a different
way. You mentioned home equity, finding funds from other sources
to assist with education expenses. What concerns me about the
present program if we work this particular thing out is shortfalls,
whether or not the funds will be available when needed. As it is
now, 1 would imagine the banks will intend to cover it until per-
haps the funds can come from wherever they are coming from.

So often, we are appropriating so many dollars and then later,
because of shortfalls, the money is unavailable or is delayed. What
happens in the process is another issue, I think, that concerns us.

I'm not able to address the whole issue that you raise, but I am
concerned about whether or not the money is available for this
generation as well as the future generation.

Senator DURENBERGER. Mr. Chairman, I just want to conclude by
asking unanimous consent that a statement by John Schullo, direc-
tor of financial aid for Bemidji State University in Minnesota, also
be included in the record. (This statement was included in material
submitted by Senator Simon earlier in the hearing.) Bemidji State
is a 4-year public university in our State, about 5,400 students, It is
way up in the northwestern part of our State, covers a large
Native-American very diverse population. John is the past presi-
dent of the Minnesota Association of Financial Aid Administrators,
and on behalf of many of them, also endorses the proposal. I also
certainly appreciate Mr. Wenc being here today and his endorse-
ment as well.

Senator PeLL. It will be included.

, [A(}ditional statements and material submitted for the record fol-
ows:
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HIGHEA EDUCATION SEAVICES GORROAATION

President
October 28, 1991

The Honorable Claiborne Pell
SR~335 Russell Senate Office Building
washington, D.C. 20510-3901

Dear Senator Pell:

A8 President of the student financial aid agency of New York
State, the Higher Education Services Corporation (NYSHESC), I
would like to provide initial comments on the Title IV section of
the draft bill to reauthorize the Higher Education Act that was
introduced on October 21, by the Senate Subcommittee on
Education, Arts and Humanities.

We have been pleased to work with you and your excellent
staff over the years to discuss issues important to our State's
postsecondary students and to our member associations, the
National Association of State Scholarship and Grant Programs
(NASSGP) and the National Council for Higher Education Loan
Programs (NCHELP). Your suggestions have helped guide us as we
sought to strengthen the performance of programs such as the
State Student Incentive Grant (SSIG) Program and the Guaranteed
Student Loan Program (GSLP).

As we initially read your subcommittee's draft bill, we were
pleased to see continuance of our discussions through the many
thoughtful program enhancements it contained. We were
particularly pleased to see efforts to increase grant funding and
streamline the need analysis formulas, as well as consideration
of new approaches to early intervention (we have seen much local
success in that area through Eugene Lang's "I Have a Dream"
program and the New York State Liberty Partnership program),

We were especially pleased to see the continuation of the
current GSLP structure, while directly addressing many issues
which will improve the program's educational and administrative
effectiveness. While there may be a few issues that we will need
to review in detail to assure that intent will be achieved, the
loan program recommendations reflect thoughtful consideration of
the program's strengths and weaknesses.

Aoany, Mew York 18285
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Wwe have been, however, distressed to learn that at least one
member of your subcommittee is proposing to scrap the current
GSLP in favor of an untested alternative. It appears that many
people are being swayed by unproven, and often conflicting claims
of cost savings. We have studied several recent commentaries on
a similar proposal contained in H.R. 3553, including Secretary of
Education Alexander's October 2, letter to Congressman Ford and
sallie Mae's detailed cost comparison between the current GSLP
and the House direct loan proposal {enclosed). We feel that
these and other documents raise serious issues, including:

- The recent report by the General Accounting Office did
not include the cost of switching over to a direct loan
program.

- How much will the hardware, software, staff hiring and
development at the schools and servicers add to the
proposal's costs? Where will the money come from?

- can the federal government afford the proposal if it
doesn't "break even" until after its 14th year of
operation and it involves borrowing an additional
$200-$300 billion?

I have stepped back and loocked at the current Guaranteed
Student Loan Program, particularly as it is working in New York
State, and feel that it is moving in the right direction to
maximize student access and minimize costs. For example, our
agency is a student loan guarantor and a State agency - we
are a member of the executive branch of government and are
scrutinized by a number of State regulatory bodies including the
Attorney General, the Comptroller, and the Superintendent of
Banks. We are directly accountable to the State Division of the
Budget for every expenditure and to the State Civil Service
Commission for every hiring, promotion, and other staff changes.
These overseers furction in addition to the several federal
agencies that regulate the administration of the GSLP.

The State guaranty agency model works. I am pleased to note
that one recent review conducted by the U.S. Department of
Bducation concluded that the New York State Higher Education
Services Corporation was fiscally strong, that it used
sophisticated financial models, and that it employed loan default
collection techniques which the Department should consider using
{copy enclosed).

As a State agency, we have also worked with the Board of
Regents, the Governor's office and the Legislature to craft
legislation designed to better control high default rate schools,
thus improving students' education and their ability to repay
student loans (summary enclosed). That legislation, in
conjunction with the over 230 lender and school reviews we
conducted last year, has begun to show results. Several high
default rate schools have closed and the proportion of non~degree
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vocational school student loans among new loans approved has
dropped from 28% two years ago to 10.7%. We expect default
volume to fall accordingly, as for the first six months of our
current State fiscal year, defaults are down significantly.
Additionally, only 16 schools in our State will likely be
affected by the "35% default rate loan eligibility cut-off" rule
that is in current federal statute and regulation.

As a State guarantor agency, we are also committed to pro-
viding aid to students at the lowest cost and with maximum effi-
ciency. For example:

- our agency's student loan insurance premium is only 1%,
and is lower than 80% of all guaranty agency premiums,
per a recent survey by the National Council on Higher
Education Loan Programs (NCHELP);

- we integrate our loan information and processing activ-
ity with our State grants and scholarships to provide
$1 billion in loans and over $400 million in State ald
to our students (with help from the State Student
Incentive Grant (SSIG) program); and

- over 80% of our loan processing is automated and
paperless, making us a leader in this area.

1 raise these examples to show you the strength inherent in
the current Guaranteed Student Loan Program structure. These are
strengths that will be lost if the Direct Loan Program proposal
were approved as it would likely force our agency out of the
student loan program. 1'd recommend that many of the GSLP
changes included in your subcommittee's bill be given a chance to
work, and in doing so, allow them to further strengthen New York
State's commitment to a well-run loan program.

I have to ask if it is indeed rational to scrap a proven
system of providing student loans with a new Concept when that
concept hasn't been tested and when there is no recent experience
with it. If the only variable that was changed was the federal
government serving as a source of funds, one could argue that
there would be savings. But it is disingenuous to ignore all
related costs. ASs noted in the Sallie Mae paper and as acknowl-~
edged by the GAO in releasing its recent report, there are costs
that must be taken into account to conduct a fair comparison with
the GSLP.

The Guaranteed Student Loan Program has provided $114
billion through over 53 million loans since 1966. And, half of
that loan dollar volume has occurred in just the last six years.
It is one of the important components of federal financial aid
and has worked well to improve postsecondary student access. As
the head of New York State's student loan guaranty agency, I urge
you and your subcommittee to oppose any efforts to amend the
subcommittee's reauthorization bill to include a Direct Loan
Program as a replacement for the GSLP.

d4 o

Cornelius J. Foley

Thank you for your support.
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#
Creating Access (0 Education

1991 October 25

The Honorable Claiborne Pell
Committee on Labor and

Human Resources
United States Senate
SR-335 Russell Senate Office Building
Washington, D.C. 20510-3901

Dear Senator Pell:

After sitting in on Thursday’s Subcommittee on Education, Arts, and Humanities mark-up of 8.
1150, the bill to reauthorize the Higher Education Act of 1965, I thousht it essential to provide you and
the other members of the full Committee with a sample of the views of Pennsylvania’s postsecondary
institutions on the House proposal to replace the existing Guaranteed Student Loan Programs with a
program of direct lending,

Enclosed please find the Pennsylvania Association of Student Financial Aid Administrators’
(PASFAA) recommendations on the House Reauthorization Bill as it relates to direct lending. This group
represents all Pennsylvania postsecondary institution financial aid officers. Also, enclosed are letters from
Penn State University and Dickinson College. PHEAA has received many such letters from other
institutions, and the enclosed letters represent their views.

1 would appreciate it if you would keep the position of our schools in mind as you consider any
amendments dealing with direct loans during the full Committee mark-up of S. 1150 next week.

Sincerely,

)
oy Emee

Vice President
Student Loan Guaranty Program
and Legislative Affairs
JWE:djb

Enclosures
cc. David V. Evans
Kristine A. Iverson

Pennsylvania Higher Education Assistance Agency

DB3AE9N1025.CNO )
® 660 Boas Street ® Harrisburg, Pennsylvania 17102-1398
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PASFAA ? STUDENT FINANGIAL AJD ADVNISTTATORS

PASPAA's Najor Recommendations
on the
Nouse Reauthoriszation »{1l

Tedera) Direct Loan Program

PASFAA does not support the creation and implementation of the
Federal Direct Loan Program and the accompanying elimination of the
Guaranteed Student Loan Programs. Although the Direct Loan program
is presented as a simplified borrowing process for students, it
naively dismisses many details which would seriously hamper the
effactiveness of this program.

The administrative burden and liability potential placed upon
schools would not be adequately compensated for by the $20
allovance per eligible student. Loan origination is an exact and
serious business. The potential for increased institutional
1iubility for origination errors is a real concern. The creation
of a FISAP type allocation and reporting system would require
schools to balance Direct loan expenditures annually and tie the
program to a standard award year which is currently not the case
with the GSL programs.

Also in question is the Federal Government's ability to rai.e
sufficient capital to support the tremendous cash flov requirements
necessary to :arve the Direct Loan Program. Unforeseen shifts in
government policies can easily redirect federal funds to other
priorities as was most recently demonstrated by the Persian Gulf
Conflict. Who can predict what future national crisis or agenda
will become the focus of government attention and spending while
other programs (student aid) experience reductions?

guaranteed gStudent Loan Program

PASFAA would recommend the continuation of the Guaranteed
Student loan Prograns. These programs have sexved a tremendous
number of students in meeting their educational costs over the past
years and could effectively continue to do so in the future with
some adjustments to the over-regulation which has plagued the
progranm.

The enhancements offered by the House Bill in the GSL Programs
would help to streamline a number of rough areas in the current
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operation. Such options as the consolidation of married students
loans, payroll deductions for repayment, and dual notification to
students of loan sales would strengthen a number of areas. We
would also recommend increasing the torrowing levels in the
stafford and PLUS/SLS programs to the limits proposed in the
Pederal Direct loan Program. An unsubsidized Stafford Loan is
also essential in nutinz the needs of middle income families who
face a real funding orisis for higher education.

Many of the concepts and ideas incorporated into the proposed
Pederal Cirect loan Program are items that schools, lenders and
guaranty agencies have been requesting in the GSL Programs for
years. Such items as standardized reporting formats, common item
applications, deferments for in-school and hardships only, and
graduated repayment schedules would all sexve to simplity a program
that has become cumbersome through years of over-regulation.

Meed Anslysis

The concept of a single need analysis for the Pell Grant
Program and to calculate the Expected Family Contribution is an
excellent idea. Also the criteria for determination of independent
stu«:o?tiltatuo represents a needed simplification to the current
detinition.

Professional judgement should be continued to allov financial
aid administrators to assist families facing unique circumstances.
This should include the elimination of the Dislocated Worker amd
Displaced Homemaker need anal sis. In this same light, the
proposed use of academic year income for independent students is
not supported. Again, this is a process that can be accommodated
through professional iudgount vhere appropriate.

The recomnended changes in the treatment of dependent student
base year income and the elimination of a ninimum student
contribution are excellent proposals.

in ) 44

Over the past several years, major MDE agencies have collected
information necessary for not only Federal student aid but also for
institutional, state, and private scholarship organizations. This
process has in effect created a single application for the student
to complete for full consideration of financial aid offered tirough
four different sources.

The House proposal to create a single free Federal Fora would
actually complicate the process for many students by forcing thenm
to complete multiple applications where only one is now required.

Sonmad

~3
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PENNSTATE *

Joob Tionas Tho Pusnsyioarts Suss Univenily
a Prosiéon 304 OM Man .
Univamsly Pk, ™ 10008

Octobar 16, 1991

The Honorabls WiM1Mam F. Goodling
Unfted Statas Mouse of Reprosentatives
2269 Rayburs Nouse Bffice Bullding
Veshington, 0.C. 20318.3019

Dear Congressman Soodiing:

1 an writing in response to your Yetter of October 18, 1991,
ugtrdln the Divect Losn Program {a Tt1s IV of the Higher Education
Act Raauthorfzetion B111, I apprecists the careful consideration
you have given t0 this propossl end § agres with your assessment of
:nho.w:r: M‘:ur Assistant Vico Prosidant for Student Financial Ald,

ng Sriswole.

Bacouse 18 13 sarly 1n the resuthorizetion process, and at this
stage there 1s ne wmy to datermine the f1as) Taglelative Tanguage
for & direct Yoan program, 1 fee) the need to B specific en two points,
Pann State connot w‘»n on{ pro!m that woulé craate a significant
fnstitutionsl 11ability for the student loan program. You aYe correct
1n {wr sasessment that we Would opzm shy éivact 1000 progu
that creatas sy 11abi11ty for defivited studant Toans on the fnstitutions
thet would eduinfater such & Toan progrem,

In addition, Penn State wil) not support any program which would

aou o significant threat to the effective oparation of the Pennsylvanfe
1,:0:- Education Assistance Agency (PHEAA), As you know, PHEAA has
sade & majOr contribution to the students fn this Commonweaith in

the ares Of non-subsiéizad 1oans and In supplemdntal and Mealth Educetion
Agsistance Loans. If & direct Yoan program would fopair the edility

of PHEAA to perform thesa valusble services for Qur students, thea
we would have o 0ppose such & proposal. Ve could support 8 system
that promises to be more arficiont and cost affactive only {f

l;gu stive Tangusge con be crafted to avold the two concarns poted
above,

1 appreciats your willingness to share your thoughts on this
stgnificant Yegtalative proposal. Although I recognize the inherent
value of & ¢irect 108n program, 1 would have t0 Do Opposed to the
enactrent of this proposel 1f the two concorns mantioned sbOVe were
to become & reslity,

Sincorely,

WM—

doab Thomss
As Sqeal Opperunity Univenriy

17t




169

DICKINSON
COLLEGE

CAALILE. PENNITLYAMA 1043 0000 Octoder 7, 1991
POUNSLD /T
Honcrable Williem F. Goodling
U.S. House of Representotives
2263 Rayburn House Office Building
washington, 0.C. 20515

Deaor tir. Goodling:

As the House Committee on Education ond Lebor moves toward merk-up of fts bill
directing the resuthorizetion of the Higher Educetion Act of 1965, some very reel conterns
have developed es | have been informed of some of the elements of the draft meteriel for
mork-up which hes been distributed to the higher education associetions in washington.
Three oreas of chonge proposed for mark-up heve ettracted my attention sufficiently to
motivete me Lo register my opintons prior Lo merk-up in hope of influencing your
committee’s final thoughts going into the 1enguage of the bill.

Participation: Peer review of al) facets
of on institution's operations as performed by the sccrediting associations should remein
as on important hurdle for institutions eppiying for Title IV funds. 1 1ike the introduction
of o state licensure office review of Institutions which ere moeking initial application or
which ere hoving problems 1n the 8dministrotion of the federe! financial aid progrems.
But, we should not eliminate the role of the accrediting bodies beceuse, for institutions
elready participating in Title 1V, they perform those regular peer reviews which con be
much more pervesive then & state licensing office could mount. Also, accrediting
associations do not require funds for administretion to be reked off of the budgets
designed to 8id needy students.

Tha Student Financial Atd Applicetion: 1 enticipates very serious problems to
surround o stand slone federsl appiication form. The cell for simplicity is justifiedle, but
the proliferation of forms will not simpify the delivery system. For meny Dickinson
students, | foresee the need to file ot least three separste epplicetion forms - the hew
federsl form, the PHEAA grent spplicetion ond & natfonal financiel need analysis document
11ke the Financiel Atd Form (FAF) 10 be centrelly processed by dn organizotion like the
College Scholership Service. This bizerve requirement may develop in other stotes as well
it state-specific application dota ftems connot be imbedded in the federal form. It sesms
very importent to me to meintein 8 very vieble ond intense role in the delivery system for
the membership organizetions 1tke CSS Which not only heve the expertise to process
millions of student spplications in 8 timely menner, but which eiso form the foundation of
the financiel oid professionsl COmmunity upon which state end federel programs must rely
for informetion and edvice. 1'm afraid that many of my colleagues at other institutions

17.
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and | would lose confidence i on opplicetion process which did not include the expert
services and distillation of professional opinion which only membsrship orgenizations
such os the College Scholarship Service can provide.

The Dirsct Student Loan Program: | perceive the single source of funding of the
proposed federal direct student loen program to be o resl denger. My long experience with
federa) student financlal oid programs s thet there Is an initie! promise of adequete
funding for 11 quelified epplicants. Later limited funding requires retioning of scerce
resources. Then the institutions are seen as & funding source and matching funds
requirements are instolled. St111 1etor the percentags of the institutionel metching
requirement rotchets upwerd. A single source of funding {s much more subject to politices
pressure than the brood base of funding Currently enjoyed by the Stafford Loan Program.

The U.S. Department of Educetion does not hove 8 good track record on its ebility to
administer the dey-to-day demends of 8 18rge student 8id progrem. The Federsily Insured
Student Loan (FISL), or “fi2zle,” os we used to call 1L, died & slow death. The elternate
disbursement process in the Pell grant program never realized its potential beceuss of
frustrating deleys ond what the finenciel oid community perceived Lo be generel negiect.

Public lending institutions were drawn into the student Joan srena when we wanted L0
13unch o moassive progrem. The higher educetion community knew full well its
shortcomings in the banking business from its experience with the originel NDSL progrom.
Mony yeors loter the institutions have progressed in the development of banking
techniques (o be able Lo monage the Perkins progrem which is simple ond minuscule
compored Lo the Stefford progrom. Without the lenders ond the guerantee agencies !ike
PHEAA, 8 major student 10an progrem will have rough sledding indeed.

The foregoing comments ore my kneejerk reactions (o the first reports of
resuthorizetinn proposels. | will forwerd edditional comments during the reguler response
perioC. Let me know 1f | need to elaborate.

Sincersly,

o

=z

Doneld V. Raley
Director of Financiat-Ald
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Georgia State University
Office of the President University Plaza » Allanta, Georgia 30000-3083

910CT 27 m1l: 22
' Octoker 22, 1991

The Honorable Claiborne Pell
U. S. Senate
Washington, D. C. 2C510

Dear Senator Pell:

Student loan and £.holarship fundo are of primary interest and
importance to all of us in higher education as we see costs
increasing at an unprecedented rate in spite of our efforts to
contain them. Without easy access to such funding, many highly
qualified students no longer can afford a collega education. And
you are well aware of our nsed for an educated and well prepared
work force in future years.

The fedcral legislation currently being considered
reauthorizing the Higher Education Act of 1965 contains changes
which would replace the Perkins Loan Program with a federal Direct
Loan Program and is of great concern to me and many educators. I
do not believe that sufficient information has been compiled to
allow such a critical decision to be made at this time.

My request is that you not support this portion of the
legislation until further thorough study cail be made of the true
impact this change in the administration of loan funds would have,
not only on the students but on the collegdes and universities who
in fact would be directed to administer the funds.

Your interest in and atiention to this important matter is
appreciated.

Sincerely,
/j'\l/ww«f )
Sherman R. Day
Acting President

wmw.:mvnmwdwumwwwmm
s 20 el oppetunity viion employer
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Woodbury University

OFFICE OF THE PRESIDENT

October 24, 199\

The Honorable Claiborne Pell

Subcommittee on Education, Arts, and The Humanities
U.S. Senate

wWashington, D.C. 20510

Deaxr Mr. Pell:

I respectfully urge you to oppose any Bill which would
eliminate or diminish the Perkins Loan Program or the
Guaranteed Student Loan Fund.

The loss Of those two ve important support programs could
have a serious negative financial impact on students who
attepd-our schoo) as well as the university itself.

raul E. Sago
President

PES/d1s

7500 GLENOAKS BOULEVARD oP.O. BOX 7845 eBURBANK, CALIFORNIA 91510-784 ¢ TELEPHONE 818/767-0688 ¢ FAX 818/504-9320
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Western lowa Tech Community College
Sloux City, lowa

October 328, 1991

The lionorable Claiborne Pell
U.8. senate

washington, D.C. 20510
Dear Senator Pall:

As a community college advoocate, I want to voice my opposition to

Sen. Paul Simon's "direoct loan amandment* to the Reauthorization
Act.

As a community college employee, I shudder to think of the burden
such a rule would place on our Pinancial Aid office.

As a oitizen, I cannot think of a single reason to plunge colleges,
universities, and financial institutions into the chaos that vould
ba the inevitable result of this move.

Please place this in the record of October 29's Direct Loan
Hearing. Thank you for the opportunity to express my views,

Sincerely,

s

Linda santi
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PENN/\
\/T E[H 910cT

October g&,PibBQZU

The Honorable Claiborne Pell
United States Senate

335 Senate Russell Office Building
Washington, DC 20510

Dear Senator Pell:

While I appreciate Senator Simon's efforts to solve loan
default problems by creating the IDEA Credit, I have generally
been opposed to any direct lending proposals.

As one whose school has a 2.7% default rate, 1 feel that
the efforts being made to reduce defaults in higher percentage
schools have begun to work, and will continue to do so if the
Congress integrates "outcomes" into the Reauthorization. On
the other hand, I have concerns about the impact of personal
and institutional guarantees of Title IV funds (as in the House
proposal) when most of us, small businesses, just can’t provide
them. Any proposal that a certain number of non-program stu-
dents be in a school for Title IV enrollments is especially
restrictive when enrollments are difficult to maintain, and
denies student access and choice. This provision is further
complicated as more middle-class students receive aid.

At first glance, the IRS collection provision seems great.

However, this removes the responsibility from the borrover as
if all can't be trusted. While I support most "rights" laws,
I do feel that this nation has become too "rights" conscious
and has lost the "pesponsibility" that goes with a right. My
solution to repayment is garnishment, as we have in our state
lending program.

Frankly, any program that puts the school in the lender
position may create new problems when opportunists get wise,
Having & student feel that the school is involved in the lend-
ing process also seems to put less pressure on the need to
repay. Improving what we Lave strikes me as the best solution,

Thank you for your continued understanding and support of
the career-school sector of education that has contributed so
much to the needs of employers as well as graduates.

Sincerely yours,

-7
M /s/ v &eg

Louis A. Dimasi
Director

PENN TECHNICAL INSTITUTE o 11ONINTH STREET « PITTSBURGH, PA. 15222 o 412-355-0455

W)
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COURT REPORTING INSTITUTE OF DALLAS

VIA FAX
October 28, 1991

The Honorable Claiborne Pell
UNITED STATES SENATE

335 Senate Russell Office Building
Washington, D.C. 20510

Dear Senator Pell:

I am writing to express my serious concern about Senator Paul
Simon's proposal to add direct lending to the Senate bill to
reauthorize the Higher Education Act of 1965.

In general, I am very pleased with the draft of S. 1150. However,
Senator Simon's proposal now requires you to evaluate direct
lending. I believe that the direct lending issue should be
considered as a pilot program, if at all.

On the surface, the direcc lending propesal has a lot of popular
appeal. However, it lacks substance; many details have not been
thought out. As written, the proposal 1is complicated and
confusing. Some of our concerns include the following:

1. The propusal infers this would be a no-cost program. It does
not address:

~ The costs to the government of borrowing money to lend.
The Guaranteed Student Loan program is the only Title IV
program that depends primarily on private capital as its
major source of funding.

- The costs of governrment administration of the program.

- The cost to institutions to administer the program.

~ The costs to the federal budget in student loan defaults.

we o
8585 NOATH STEMMONS FREEWAY, SUITE 200 NORTH TOWER
DALLAS, TEXAS 75247 (214) 3509722 TAPS
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2. At the beginning of the phase-in of the program. lenders
would immediately withdraw from the ceafford, PLUS and SLS
programs, Students would be denied access to a pustsecondary
education during this period.

3, Using the IRS &8s 8 collection agency would ensure that
Americans who do not file income tax returns will not repay
their loana. It gives citizens another excuse not to file.

Admittedly, there are problems vith loan programa today, but they
are being solved. Default rates have not risen appreciably,
although the volume of loana and loan defaults have. Default
prevention efforta have started to work -- but they need more time
to be truly effective. The Senate draft bill includes integrity
proviaions that will go 8 long vay toward improving the programs.

We strongly urge you to reject Senator Simon's proposal and to

proceed with consideration of the draft bill as presented. Thank
you,

Sincerely,

(Zd A A/&//MZ

Carolyn 4. Willard
President

CsW/j1f
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Catober 28, 1891

The Honoreble Paul Wellstone
United Statos Benate

123 Rosasll Bullding
Washington, DC 26510

Dear Senmator Wellstone: -

s
The Gimon Durenbarger Dirsct Loan Proposal (5.448) has caused soms oonoern. I
ai writing to share some of thase with you.

First of all, my greatest concern is the redical reduction in subeidies for
the working poor and middle-class families ocozpared to the cwrrent program,
The progran oliminates tha in-sohonl interest subsidy, therety repressnting a
net deorease in assistance to middle-income students (subaidies undar the
ananduent are paid only to borrowsrs with low post-sducation inooms).

A loss of avallable loan capital during the period of transition is very
1ikaly to ocour. lenders are likely to cease or reatyict future lending in
the guarantesd student loan programs onos this legislation is passed. It i
irvesponsible to asmme that lenders and gnarantes sgenocies will phass out
thair participation in that program pracisely in keoping with the
implemsntation of Dirsct Loang.

The use of the federal income tax system to collect student loans would
oigmificantly complicate the incoms tax proosns as well as oreating burdens
for coxpanies of all sizes who havs to adjust withholding to acoount for
amounts owed on student loans. I do not believe that this could be
adcomplished in an orderly and timsly wanner.

Foderal aduinistrative costs for any Dirsct Loan Progrea are subatantial. I
view this as an extremsly complicated program and therefore I am hesitant to
sen that any savings could be achisved witbout harming cur studeats.

I have spent the past saventesn years working with students who are repaying
their student loans. I would find it reprebsnsible to support a loan program
whioh would take asmy the ability of borrowers to save for their om
childrena” education, or othsrwise contribute to the growth of the sconowy
becauss of the 1ife long payment plan this snsndwent suggests.

[f 1 can provide aspistance or additional information to you o your staff,
please

t o know,

Business Office

Concordia College, 901 South Bighth Street, Moorhoad, MN 56562
(218) 200-3150

o aquel sppdnualty enpleper
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Dctober 28, 1991

The Honorable Paul Welistone
United States Senate
123 Russell Bullding

Washington, DC 20510

Dear Senator Welistone:

Although It Is not possibie for me to attend the hearings refated to the
Simon-Durenberger proposal, | am sending comments thax | consid.r to be

relative to the propossl. Please share theae commants with the other members
of the committes.

It | may ba a resource to you in the future as the Reauthorization of the
Higher Education Act progresses, pleasa contact me at your convanlence.

Sincerely yoursg ;E Ve

Oale E. Thornton
Director of Financial Ald

Office of Financial Ald

Concordia College, 901 South Eighth Street, Moorhead, MN 56562
(718) 299-3010

24 aqual oppmL bty uBpl

Mr. Chairman and members of tha Sendte Committee on Labor and Human
Resources:

i wish to thank you for the opportunity to present comments In refarence to

the Simon-Ourenberger proposal. | em the finenclal ald director at Concordls
Collage located in Moorhead, Minnesota, and have been sssisting families with
their aducation financing for the past nineteen yoars. Concordia College Is a
privata, liberal arts college with an anroliment of 2933, .

As | review this propossi, it becomes evident that students are the
beneficlarles. The current Guarantead Student Loan process s cumbersome
and often confusing. Students must deal with multipla entitles. Loan
proceads are less than the loan obligation and oftentimes are not timely In
disbursal.

‘The 10.A foan simplifies the process for students. The student only has

contact with the school. Loan disbursals are immediate and for the emount
the student has borrowed and Is expecting, The process of repayment Is

income sensitlve and the borrower only has to deal with onae entity.

One ares whera the student may not ba the beneficlary of this proposal Is for
the middle-income borrower who, under the current loan program, receives an
Interast subsidy while in school. This student is not eligible for & Pell Grant
and consequently doas not reap a penefit. Have projections been done to
jllustrate that this effect wili be offset on the ropayment end of the cycle? !f
there Is not & benefit to the middle Income horrower, we naed to adjust the
proposal to ensure benefits to all.

Q

ERIC 186

r
Full Tt Provided by ERIC.



E

Q

179

Administratively from a school perspective, | fael that students will be better
served since the administrative burden of the school wiil be less. Having one
procadure with one set of forms is to me far superior to dealing with a
multiplicity of forms, lenders, guarantars, computer products, and servicers.
The IDEA loan proposal iends itself wall to computerization.

Anothar area that is a atrong selling point of this proposal is the emphssia on
early intervention funding. Anything that can be done to encourage students
to persist with thelr secondary education and pursue post-secondary
education is to be applauded. | might suggest furthar that the commitmant
be increased so as to insure greater raslization of academic potentiai.

Lest | be accused of being overly positive about all aspects of this proposal,
I must take issue with a coupie of areas. First, | am not certain that merit
awards are the best expenditure of public funds. | have observed that
schools and private enterprise do a pretty good [ob of rewarding exceilence.
Why not depend on them to continue doing so and redirect federal funds to
those studants who are most In nead or to reduce the grant/loan imbalance or
to incraasa sarly awaraness projacts?

Secondly, | view with a bit of skapticism the statument that savings of $2,7
blilion from the alimination of current Stafford and SL.S programs will enable
all that is proposad. Do thea profections Include costs to the IRS for their
collaction afforts? Or, the costs of writing-off icans that cannot be repald
within the allotted time due to eithar underemployment or death/disabllity?
Somehow projections are not always correct and | would hate 10 hava students
suffar tha consequences of inaccurate projections.

I also think we need to do more to encourage parents to assume Increased
responsibliity for educational expenses, Perhaps 8 more attractive interest
rate for the PLUS program would do more to ancourage parental participation
thuon marely informing them of PLUS availabllity. Parents are possibly better
suited for repayment after the student completes his/her course of study than
Is the student who is just beginning a career and/or femily obligations,
Further, tax banefits to famitles that ancourage savings and provida
deductlons for tuition pald could encourage parents to do more.

And finally, | am concerned that the negatlve reactlons that slways accompany
new proposals will effectively kiil this proposal. Certalnly we need to
question but from the perspective of making a good proposal betters Here we
have a proposal that has the potentisl of responding to requests for o simplar
system with a common ioan sppiicetion format.

In conclusion, this Reauthorization of the Higher Education Act presents us
with an opportunity to improve upon the student ald programs. The Simon-
Durenberger proposal ia the beginning of what | hope will be a process that
wiil provide more educational opportunity for students, But, is It possibie to
do all that must be done for students without an Increass in available
funding? if not, | am hopeful that those responsible for legisiation will see
the wisdom of increasing the federal commitment to students.
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STATEMENT BY
SENATOR DANIEL K., AKAKA
UNITED STATES SENATE

OCTOBER 29, 1991
PINANCIAL AID FOR ALL STUDENTS ACT OF 1941

BEFORE THE SENATE LABOR & HUMAN RESOURCES
SUBCOMMITTEE ON EDUCATION, ARTS, & HUMANITIES

Mr. Chairman, I agpreciate the opportunity to share my
thoughts on and support 1for the concept of the Income
Dependent Education Assistance (IDEAI credit program, I am
pleased that the Subcommittee is taking an active interest in
thig new approach towards providing student financial aid
assistance.

As you know, I introduced in the Senate the first
income dependent student loan bill. S. 1414, the Income
Dependent Educational Assistance Loan Act (IDEAL), was offered
to address rising concerns about the availability of aid to
financially needy students attending post-secondary colleges,
universities, trade and technical schools.

IDEAL was intended to resolve two major concerns facing
post-secondary students today. The first is that far, far
too many talented and qualified students from low-income
families are being forced to abandon or indefinitely postpone
their college aspirations because grants and loans are
unavailable or insufficient to meet their educational needs.
The second pressing concern is the massive amount of debt
middle-income families and their children are incurring in
their efforts to obtain a quality post-secondary education.

My. Chairman, I am confident that an income degendent
student loan program will help to alleviate both of these
urgent concerns. As a matter of public golicy, it is
imperative that we provide all individuals the opportunity to
pursue higher education. 1f we are to successfully compete in
this new world market, our citizens muet be brighter and more
innovative than those against whom they are competing.

The attractiveness of the income dependent loan concept
is its novel and common-sense approach to financing higher
education. Under the current system, lcans are repaid on a
standard basis, usually over a ten-year period. However, we
all know that graduates entering the Job market are oftentimes
unable to afford these high loan repayments. Studies and
surveys show that an individual‘s earning power increases in
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proportion to experience and age. It is only logical,
therefore, to base locan payments on income capability.

It is for these reasons that I enthusiastically support
the efforts of Senators Simon, Durenberger, Bradley, and
others to dramatically restructure the student financial aid
program of the Higher Education Act. However, fiscal
realities often temper our proposals, and the income dependent
student loan program is no exception. Before we proceed with
such a sweeping initiative, it is essential that we first
implement a demonstration project, so that we may assess the
effects of this revolutionary program change.

My IDEAL bill, S. 1414, addressed this concern b
authorizing the Secretary of Education to carry out an income
dependent student loan demonstration program in ten
congressional districts. This is not a hard and fast number,
and we could even institute pilot programs in each state.
However, the fact remains that, as with any new initiative, it
is important that we identify the problems under manageable
conditions, and work out the bugs before we implement this
vast program on a national scale.

Mr. Chairman, let me reiterate my support for an
*IDEAL" "IDEA" whose time has finally come. Based on the need
before us, I am absolutely convinced that we should proceed to
incorporate an income dependent student loan program in the
reauthorization of the Higher Education Act.

Thank you, Mr. Chairman,
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Senator SimMoN. I have no further questions.

Mr. Chairman, let me just say I appreciate your patience in a
hearing that got imposed on you, I'm afraid, and I also appreciate
nixly colleague Senator Durenberger, who has been very helpful on
this.

Senator PELL. I thank you very much. This is an idea that’s not a
brand new idea, but it is an idea that is being studied and should
be studied more. I like perhaps the idea of a demonstration pro-
gram to see how it would actually work, but I have an open mind
on it, and as we go into the markup tomorrow and through the
months and years to come, nothing is ever final, particularly in
this body, so as we move ahead on the basic bill, we can still have
an open door to seeing how the proposal of Senators Simon and
Durenberger might work.

Senator DURENBERGER. Thank you, Mr. Chairman.

Senator PELL. I want to thank the witnesses for coming, and out
of mercy to them and all our faithful stalwarts here, I will not ask
any questions and will recess the committee.

[Whereupon, at 6:50 p.m., the committee was adjourned.]
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